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Pan American Silver Corp. was founded in 1994. Pan
American’s mission s to be the world's largest and lowest
cost primary silver mining company and to achieve this
by increasing its low cost silver production and silver
reserves. The Company has seven operating mines in
Mexico, Peru and Bolivia. An eighth mine in Argentina is
scheduled to commence operations in mid 2008.

2007 nghllghtS {all dollar amounts in US$)

Production 2007 2006
Silver ounces 17,113,026 13,018,354
Zinc tonnes 39,074 39,366
Lead tonnes 16,284 15,307
Copper tonnes 5,650 4,546
Gold aunces 23,580 7.457
Cash cost per silver ounce’ $ 342 $ 189
Total cost per silver ounce? b3 5.69 3 3.38
Average silver price {London fix) $ 13.38 $ 11.55
Financial tmittions except par shure amounts)

Sales § 301.1 $ 255.4
Mine operating earnings? $ 104.3 $ 1133
Net income $ 88.9 § 58.2
Net income per share {basic} $ 1.16 $ 0.79
Net cash flow from operations® $ 105.9 $ £8.8
Stakeholders

Common shares outstanding at Dec. 31 {millions} 76.7 76.2
Employees 7,300 5,400

1 Cash cost per silver ounce and tatal cost per sitver ounce are non-GAAP measures, A reconciliation is included in the Company’s MD&A on page 18,
? Mine operating earnings are equal to sales less cost of sales less depreciation and amortization,

¥ Net Cash flow from operations is shown before adjustments for nan-cash working capital items.
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Pan American Silver Corp,

Silver Price
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MARKET FORCES CONVERGED DURING 2007 TO PUSH AVERAGE SILVER PRICES TO
US$13.38 AN OUNCE. THIS WAS UP ALMOST 16% FROM THE AVERAGE PRICE IN
2006, AND IT SET THE STAGE FOR FURTHER GAINS IN 2008.

Consistent and 1ising purchases from indusiry, mostly for etectrical and electronics applications, accounted
for over half of market demand. The jewelry and silverware craft segments also formed a cansistent, though
much smaller buying segment. Investment demand was strongly positive as investors accumulated both silver
and gold in respunse to the falling U.S, doliar, turmail in credit markets and as a hedge against the prospect of
inflation. World supply of silver during 2007 lifted marginally as new mines came onstream in Latin America,

replacing declines in Russia, China, Peru and Canada.

Silver prices have continued to strengthen in the early part of 2008, having broken the $20 per ounce level

as the credit critis deepened and central banks eased rates. Investment demand has emerged as the prime

market mover and this shift has been accompanied by markedly increased price volatility. Even with the
renewed appetite for silver demenstrated by investors, industrial fabrication is likely to remain the backbone of price support over the lang

term because no alternative to silver has been found tar applications in a myriad of growth products.

s




From the Chairman

One year ago, | wrote in my annual message to shareholders, “2006
was our best year ever... | believe we will continue to set new
records in 2007...." Well, we delivered! In 2007, Pan American
Silver set new records across the board — in silver production,

silver reserves, financial performance and share price. And | am

just as confident as

was last year to once again state...

“| believe that 2008 will be even better than
2007, as we continue to execute our ambitious
expansion plans that should result in greater
production, lower costs and higher earnings.”
Every Pan American shareholde- should
be proud to participate in what we have
now become: the world’s leading primary
sitver producer. For me, that pride extends
beyond what we have achieved as a business
enterprise; it goes to the heart of what we
make. Silver is a beautiful, versatile, and
indispensable metal. It offers more diverse
applications in more ways than any other
metal. It is both a precious metal and an industrial metal. [t is money.
It is beauty. It is the most reflective metal. It is the most conductive
metal - of both heat and electricity. It is a metal of the digital age.
In fact, silver's most rapidly growing demand sector is its use in
electronic and electrical applications; nearly every digital camera,
computer and ceflphone uses silver. It is a health metal, with many
amazing new applications rooted ir silver's ability to kill harmful
bacteria. In all these areas the demand for silver keeps growing,
supporting what | believe will be a strong price environment for many
years to come,

Pan American has seen spectacular growth in recent years, davelaping
our great project pipeline in Latin Araerica. We produced 13 million

ounces of silver in 2006 and 17.1 million ounces tn 2007. We expect to

2007 Annual Report

produce nearly 20 million cunces in 2008 and 25
million ounces in 2009. It is easy to say that but it
is difficult to do well.

The core of our success has been the gutstanding
quality of our people — ranging from our Board
of Directors 1o our thousands of employees,
contractors, and investors - and the support
we have had from the governments and
communities where we do business. On behalf
of our shareholders, ¢ thank these people and
institutions.

We are now looking beyond 2010 to position
ourselves even betier to achieve our central
mission of being the waorld’s biggest and best primary silver mining
company. This will invoive successful exploration and development
of internally discovered deposits, and it will ltkely involve acquisition
of other silver exploration and mining companies and projects. We
will take a disciplined approach to this task and | am confident we
will continue to earn the support of Pan American’s shareholders as
we exacute our plans.

Pan American has become a great silver mining company and | fook

forward to making it even greater in the years ahead,

ROSS BEATY, Chairman




Pan Amarican Silver Corg.

President’s Message 2007

For Pan American Silver, 2007 was an outstanding year.

Without question, the continued rise in the price of silver had a tremendausly positive impact, but there is

50 much mo-e to our story than just higher sitver prices.

The story is simple and | tell it on the many occasions when people have asked: “What are the keys to Pan

American’s success and exceptional record of growth?”

First and faremast, it's about setting goals and objectives, both short and fong term. It's also about focusing

scarce resources on those goals. Finally, it's about the unwavering commitment of our people 10 succeed.

Let's see how we did against the short term goals we set for ourselves in 2007:

* We forecasted 17 milkion ounces of silver production and actually produced 17.1 million ounces,
which was 31% higher than in 2006,

= We targated cash costs of $3.G4 per ounce of silver, and realized $3.42 per ounce. Nonetheless,
with silver averaging $13.38 per ounce in 2007, our margins were excellent.

« We focused exploration effarts on our operating properties in order to replace all the proven and

prabable silver reserves that were mined. We not orly replaced what we extracted, but we added

another 7% to our sifver reserves, which now total 228 million ounces.
*  We projected new Company records for revenyes, cash flow from gperatiens and net earnings. At year end we posted the highest
revenues, cash flows and earnings in Pan Arnerican’s history.

How did we do in 2007 with respect 10 our longer term goal of continuing to grow our low cost silver production?

* We successfuily commissioned the Alamo {lorado sifver mine in Mexico and it produced 3.8 million ounces last year, an its way to aver
5.0 mitlion ounces in 2008.

*  We materially advanced the construction and Jevelopment of the Manantial Espejo mine in Argentina, which we plan to start up in mid-2008.

* Weincreased our interest in the San Vicents mine to 95%. finalized plans 1o expand operations and started construction; and,

*  Weinitiated a “greenfields™ exploration program by acquiring, staking and optiening 10 projects in Mexico and Peru.

As report cards go, | am extremely pleased with how Pan American performed in 2007. What about Pan American's goals for 2008 and
beyond? This year wa have set a production objective of 19.5 million ounces, an increase of 14% over last year, at a cash cost of $4.27 per
ounce. We will ance again seek to not only replace, but significantly increase our proven and probable silver reserves, We plan to commission
the Manantial Espejo mine, complete the expansion of San Vicente and actively drill and explore the greenfields projects we added to the
Company’s portfolio in 2007,

While success is all about setting goals and remaining focused, it would be impossible to achieve those goals without the advice and counsel
provided by our Board of Directars, plus the skil and cemmitment of the tremendous group of employees at Pan American. 1 would like to
personally thank them all for their achievements in 2007, They are our “core” strength and more than anything else are why | believe Pan
American will continue to be the "premier” silver equity worldwide.

Pan American has never been stronger or better positioned to achieve its goals. We expect metal prices, our mining and development
properties, our strategic plan and above all, cur paople will make 2008 Pan American’s best year ever.

ff B

Geoff Burns, President and CEQ




Head Cifice, Vancouver, Canada

Alamo Dorado, Mexico

La Colorada, Mexico

Stockpiles, Peru
Quiravilca, Peru
Huaron, Peru

Marococha, Peru

San Vicente, Bolivia

Manantial Espejo, Argentina

WHERE WE OPERATE
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Reserve Replacement and Growth’

{Millions of ounces of cantained silver)

Resarves Resarvas

Oec. 31,2006 Mined 2007 Gained 2007 Dec. 31, 2007

Morococha (88.5 to 89.4%) 283 {3.4) 7.2 321
Huaron 511 (4.7 12.4 58.8
Quiruvilca .1 1.9} 0.2 15
La Colorada 19.8 {4.7) 30 18.1
Alamo Dorado 449 (4.7} 00 40.2
Stockpiles 28 {0.5) 0.0 23
San Vicente (55% to 95%} 18.8 (1 126 303
Manantial Espejo 385 0.0 0.0 385
TOTAL 2133 {20.8) 353 2278

* For the camplete breakdown of reserves and resources by property and category, please refer to pages 5 to 37 of this annual report.

The superior value of Pan American ligs in its reserves and rescurces. Proven and probable silver reserves represent contained metal that

expleration drilling has proven to exist at the Company's properties.

During 2007, Pan American carried out diamond drilling exploration programs totaling more than 96,000 metres at its seven mining properties.
The resu'ts. tabulated above, show the Company not only replaced the reserves it consumed by mining, but it once again increased proven
and probable silver reserves. In 1otal, reserves increased 7% over the previous year, while over the fast two years, the total has climbed from

177.9 million gunces 1o a new high of 227.8 million gunces.

Diamond drilling at the Company's oparating mines has proven ta be one of the most value-creating activities that Pan American engages in.
Silver reserves added to the Company’s mining properies can be immediately incorporated into current mining plans, $o that silver discovered

one year £an be profitably mined the following year.

Pan American has large prospective land holdings around all of its mines. Given the Company’s success over the past several years, it will
continug to conduct aggressive exploration programs and is planning approximately 78,000 metres of diamond drilling on existing properties
during 2008,

2007 Anmeal Rueport ’




Pan Amarican Silver Corp.

Management'’s Discussion and
Analysis of Financial Conditions
and Results of Operations

01. Profile and Strategy provides an overview of Pan American and its strategy for growth..............c.c..ccoou0vr..... Page 19

02. Review of 2007 discusses the highlights and significant events that occurred during the year and
provides an analysis of Pan American’s 2007 operating performance and 2007 financial results...................... Page 1

03. Outiook presents the Company's operating forecasts for each of our operating mines for 2008 and
discusses the status of Pan American’s development ProJeCtS ..o e seseeeseeoenns PG @ 28

04. Liquidity and Capital Resources reviews our cash flow over the past three years, describes our current
liquidity and financial position and discusses our expected capital requirements for 2008 and beyond................ Page 27

05. Critical Accounting Policies and Es-imates identifies those accounting estimates that have the
largestimpact on the financial PreSENtAtION ... st seessssseassessms e seeesssnsressssensseressreseeeeees P30 0 30

06. Risks and Uncertainties discusses the risks associated with Pan American’s business and our risk
management programs to MIitigate SUCH FiSKS ... ... menens s erssems e ssssnseroneo PBG@ 3T

07. Controls and Procedures describes the Company’s approach to internal controls and management'’s
assessment of the effectiveness of internal contrals over financial reporting ... PR 33

INTRODUCTION

Management’s discussion and analysis {"MD&A™] is intended to help the reader understand the significant factors that have affected Pan
American Silver Corp. and its subsidiaries’ {"Pan American” or the "Company”} performance and such factors that may aftect its future
performance. The MD&A should be read in conjunction with the Company's audited consolidated financial statements for the year ended
December 31, 2007 and the related notes contained therein. All amounts in this MD&A and in the censolidated financiak statements are
expressed in United States dodlars, unless identified ntherwise. The Company reports its financial position, results of operations and cash
flows in accardance with Canadian generally accepted accounting principles ("Canadian GAAPT). Pan American’s significant accounting
policies are set out in Ngte 2 of the audited cor solidated financial statements, Differences between Canadian and United States generally
accepted accounting principles {"US GAAP™) thit would have affected tha Company’s reported financial results are set out in Note 20. This

MD&A reters to various non-GAAP measures, such as "cash and tozal cost per ounce of silver”, which are used by the Company to manage




Management's Discussion and Analysis

and evaluate operating performance at each of the Company’s mines and are widely reported in the silver mining industry as benchmarks for
performance, but do not have standardized meaning. To facilitate a better understanding of these measures as calculated by the Company,

we have provided detailed descripticns and reconciliations where applicable.

Except for historical information contained in this MO&A, the following disclosures are forward-looking statements within the meaning of
the Private Securities Litigation Refcrm Act of 1995 or are future oriented financial information and as such are based on an assumed set of
economic conditicns and courses of action. Please refer to the cautionary note regarding the risks associated with forward looking statements
at the hack of this MD& A and the “Risks Related to Pan American’s Business™ contained in the Company’s most recent Form 40F and Annual
Intormation Form on file with the US Securities and Exchange Commission and the Canadian provincial securities regulatory authorities.

Additicna! information about Pan American and its business activities is available on SEDAR at www.sedar.com.

All scientific or technical infarmation in this MD&A, including reserves estimates, for the Huaron, Morococha, Quiruvilea, Alama Dorado, La Celorada,
Manantial Espejo and San Vicente properties was based upon information prepared by or under the supervision of Michael Steinmann, P.Geo., Senior
Vice President Geology & Exploration and Martin G. Waftarn, PEng., Vice President Mine Engmeering, who are "Qualified Persons™ for purposes of
National tnstrument 43-101.

The Company's 2008 budget and the resultant forecast numbers contained in this MD&A include estimates of future production rates
for sitver and other metals and future cash and total costs of preduction at each of the Company's properties, which are forward-logking
estimates. These forecasts are based on the following key assumptions: {a) silver: $13 per ounce, zing: $2.100 per tonne {$0.953 per Ib],
fead: $2.100 per tonne {$0.953 per Ib}, copper: $6,000 per tonne {$2.72 per Ib} and gold: $700 per ounce; {b) that we are able to ship and
sell all of our 2008 production in the 2008 financial year; [c} the Company’s forecast production for each individual mine is achieved; (d} the
Company's schedule for the development, completion and ramp-up of production from Manantial Espefo and the expansion of San Vicente
is achieved; (e} the Company is abli 10 obtain ar maintain the necessary permits and approvals from government autharities to achieve
the farecast production, cash costs and expansion of San Vicente; [f) there is no disruption in production, increasa in costs or disruption
in the expansion of San Vicente due to: natural phenomena and hazards; technological, mechanical or operational disruptions; changes in
Iocal governments, legistation, taxation or the political or economic environment; fluctuations in the price of silver, gold or base metafs:
fluctuations in the local currencies of thosa countries in which the Company carries on business; unexpected wark stoppages or labour
disputes; increased competition in the mining industry for equipment and qualified personnel; fluctuations in the price for natural gas, fuel

oil and other key supplies; or transpcriation disruptions.

No assurance can be given that the indicated quantities of silver and other minerals will he produced, projected cash costs or forecast
expansion costs will be achieved. Expected future production, cash costs and expansion costs, are inherently uncertain and could materially
change over time. If actual results differ from the assumptions set out above, the Company'’s mineral production and cash costs may differ

materially from the forecasts in this MD&A.

2007 Aenuat Report g




Pan American Silvar Corp.

PROFILE AND STRATEGY

Pan American was founded in 1994 with the specific intention of providing investors with the best vehicle to gain real exposure to silver
prices. To achieve this abjective, the Company engages in silver mining and related activities, including exploration, ming development,
extraction, orocessing, refining and rectamation. The Company owns and operates seven silver mines in Peru, Mexico and Bolivia. In addition,
the Company is constructing a new silver ming in Argentina, expanding its Bolivian mine and exploring for new silver deposits throughout
South America and Mexico, The tallowing pie ¢raphs show the expected contribution to Pan American's consolidated sales in 2008 from the
various metals it produces and from each jurisdiction where the Company operates.

Gold oo a Bolivia oo
[ 1T T ] Argentina ......... ||
Lead .. a Mexico.....rverr. Bl
PRIU i B
RILT] S— L
EXPECTED SALES BY METAL - 2008 EXPECTED SALES BY JURISDICTION - 2008

The Company's mission is 1o be the largest and low 2st cost primary silver mining company globally, and to achieve this by constantly increasing its silver
production and its silver reserves while optimizing its production methods.

To realize this mission, Pan American has focused on growing its base of low oost sitver production by acquiring, exploring for and developing new silver depasits.
Having successfully executed this strategy to date, Pan American has uniquely positioned itself to take full advantage of today's strong market for sitver.

To execute this strategy, Pan American has assemb ed a sector leading team of mining professionals with a depth of exploration, construction, operating
and financing knowledge that allows the Compary to confidently advanca a new discavery o acquisition from discovery to development through

construction and into operation.

Silver production has grown for 13 consecutive years. At the end of 2007, Pan American had seven operating mines, with an eighth under construction
- a considerable portfolio of quality silver producing assets providing diversification of pelitical and operational risk. In 2008, the Company expects to
produce 19.5 million cunces of silver and by 2009, expects its sitver production to have grown to 25 million ounces per year, as illustrated by the bar chart
below. Coupled with increasing silver production, the margin batween tha Company's cash cost per ounce and the average silver price has expanded

over recent years, (as shown by the ling graph below] resulting in steadily improving cash flow and profitability.
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Managamens’s Discussion and Analysis

Pan American is determined to carry out its mission in a responsible and sustainable manner, The Company is focused on health and safety
standards at all of our operations ani is constantly striving to improve our safety record. We have a proactive approach to minimizing and
mitigating the environmental impacts of our activities by applying prudent design and operating practices and by continving environmental
education for employees and contractors. Pan American is committed to maintaining positive relations with its employees. the local

communities and government agencies, whom we view as partners in our enterprise.

REVIEW OF 2007
HIGHLIGHTS AND SIGNIFICANT EVENTS

Increased silver and hy-product metal production

Pan American produced 17.1 million ounces of silver in 2007, which was a 31% increase in silver production refative to 2006 or an additional 4.}
million gunges. The cammencemant o production at the Alamo Oorado silver mine in Mexico, which produced 3.8 million ounces of silver in 2007,
was the primary factor behind this achievement. Pan American also more than tripled its gold production to 23,500 ounces and achieved 24% and

6% increases in the production of copaer and lead, respectively, while zinc production decreased by 1% in 2007.

Record Sales, Net income and Gperating Cash Flow

Pan American’s sales tor 2007 totaled $301.1 million, an increase of 18% aver the sales recorded in 2006. Net income grew by 53% to $89.0
million while cash generated by operating activities, before adjusting for non-cash working capital items, increased by 54% to $105.9 million

in 2007. The improvement in the 2007 results relative to 2006 was driven by increased production and higher realized metal prices.

Increased Proven and Probable Silver Reserves

tn 2007, Pan American increased its proven and probable silver reserves by 7%. As at December 31, 2007, proven and probable reserves
toialed 227.8 million ounces, an incr3ase of 14.5 million ounces over the previous year, after replacing ounces mined during 2007. For the

complete breakdown of reserves and resources by property and category, please refer to pages 35 to 37 of this annual report.

Development of Manantial Espejo

Construction of Manantial Espejo in Argentina, Pan American's eighth mine, proceeded on schedule during 2007. Over 600 Pan American
employees and contractors are on site, This forecasted $185 million construction project, which includes $22 million in refundabte VAT tax,
consists of devetoping two underground and two surface mings, constructing a 2,000 metric ton per day processing facility, installing the
necessary sita infrastructure, expanding housing in the local community, and participating in the construction of a power kne that wilt service
the mine and the local community. The two primary underground ramps advanced durirg the year, intersecting both ore veins as expected.
Open pit mining is well ahead of scredule and to date there are already 132,000 tonnes of ore stockpiled awaiting the completion of the
pracessing facility, At year end, projzct expenditures totaled $37.9 million and it is estimated that overall construction was 58% complete.
Mechanical completion is scheduled for mid 2008, reaching full capacity early in the fourth quarter. Manantial Espejo is projected to produce

an average of 4.1 million ounces of silver and 60,000 ounces of gald annually at a cash cost of fess than $2.50 per ounce of silver praduced.

Expansion at San Vicente

In June 2007, Pan American announced plans to proceed with a project to expand production at the San Vicente silver-zinc mine located in
Bolivia. fn conrection with expanding praduction at San Vicente, Pan American purchased an additional 40% interest in its Bolivian subsidiary
that manages and operates San Vicente. As a result of this purchase, Pan American has increasad its ownership interest to 95%.

Pan American estimates that, when the expansion of San Vicente is completed and the mine is operating at capacity, it should produce
approximately 2.7 million gunces of sitver for Pan American annually, at an average cost of less than $4.60 per ounce, net of zinc byproduct
credits, for the first five years of the aperation. The Company expects that the expansion should be completed by the end of 2608, at an

estimated capital cost of approximately $65 million.
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2007 OPERATING PERFORMANCE

Pan American operated seven mings in Mexico and South America during 2007, In Peru, the Company operates the Huaron mine (99.9%

awned), the Marococha mine {89.4% owned), and the Quiruvilca mine {99.9% owned} and has rights to process certain Pyrite Stockpiles. The

Alamo Darado and La Colorada mines are focated in Mexica and are 100% owned. Pan American also operated the San Vicente mine in Bolivia

through its 95% ownership of the entity which ¢perates the mine through a joint venture agreement.

CONSOLIDATED PRODUCTIOM AND CASH COSTS {(NON-GAAP MEASURE)

The following table sets out select historic oper.ating information for each operation and consolidated totals tor the past three years.

2007 Hualon Marococha  Quiruvilca Pyriie Alamo ta San Consolidated
Stockpites Dorado Colorada Vicentg Totat
PRODUCTION DATA
Tonnes Milled 750,798 509,540 362,144 52547 1,139849 331.067 82,855 3.276,30%
Silver head grades (grams/tonne} 198 172 162 269 127 437 295
Siher recnveries 81% 5% 83% 87% B5% 9%
Silver punces (0007 3927 TEI0 1.569 454 3,809 J.964 619 17813
Zint tonnes 12,064 17133 7234 - 943 170t 39,074
Lead tonaes 6,985 6,085 2528 686 . 16,284
Copper tonnes 1,658 2,088 1,695 - . 95 5.650
Gald nunces 3.496 1,306 1,566 13,335 1877 - 23580
CasTs
Cash costs per aunce 21 {82 16) 3243 33.24 S S668 $5.41 $342
Non-cash costs per ounce $1.19 $1.72 $1.94 $ - $4.55 $1.80 $2.07 20
Totat costs per ounce 3397 130.44) $397 3324 $R.9 $8 64 §7.47 3569
2006 Huaren Morococha  Quiruvilca Pyrite Alamo la San Consolidated
Stockpiles Dorado Calorada Vicenta Total
PRODUCTICN DATA
Tonnes Milled 693,285 577,204 370,115 98,016 233,743 29,618 1,803,963
Sitver head grades (grams/tonng) 200 186 209 Jo4 540 326
Silver recoveries 2% 85% 85% - 85% 85%
Sitver ounces {000's) 3,665 2923 2,105 566 349 265 13018
Zinc tonnes 11,735 18,115 812 - - 805 39.366
Lead tonnes 6,858 512 2,574 153 - 15,307
Copper 1onnes 1,603 1,546 1345 - 52 4,546
Gold ounces 1,832 1,019 1,106 3,501 - 7.457
COSTS
Cash costs per ounce §2.41 ($3.71} {$0.04) $3.17 $6.49 $3.49 $1.49
Non-cash costs per aunce $1.30 $1.75 $128 $- $1.80 $0.28 $1.49
Total costs per ounce $1.71 {$1.96) $1.25 $3.17 $8.29 3378 $338
2005 Huaron laracocha  Quiruvilca Pyrite Alamo La San Consolidated
Stockpiles Dorado Colorada Vicente Total
PRODUCTION DATA
Tonnes Milled 539,849 467,521 362,192 61,498 211,854 10,19 1,691,525
Sitver head grades (grams/tonneg) 214 215 m 350 530 296
Silver recoveries 84% 85% 87% - 84% 8%
Stlver ounces {000's) 3691 2136 225 692 3094 B1 12,529
Zine tonnes 11,701 15,663 9,697 . - 334 37421
L.ead tonnes 6,774 5875 2,761 15,410
Copper tennes 1,699 925 1,307 - 10 3.931
Gold cunces 1.113 1,741 1,289 3375 . 7518
COSTS
Cash costs per cunce $5.08 $2 61 $4.07 $1.82 $5.63 $124 $438
Non-cash costs per ournce $1.21 $1.74 $0.56 5- $1.90 §- S
Total costs per ounce SN $4.36 $4.63 $1.82 $7.52 $1.24 $5.72
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Pan American's silver production increased by 4.1 million ounces to 17.1 million ounces in 2007 refative to 2006 production primarily driven
by the commencement of production at Alamo Dorado, Siiver praduction in 2007 exceeded our forecast of 17.0 million ounces by 153.000
ounces. Higher than forecast sitver production at Alamo Dorado, Morococha, and La Colorada more than made up for shortfalis refative to

management's expectations at Quiruvilca, Pyrite Stockpiles, and Huaron.

Consclidated cash costs per ounce o” silver were $3.42 in 2007, up from 2008's cash costs per ounce of §1.89. The higher cash costs in 2007
reflected the negative impact on the Company's operating costs of the industry-wide escalations in energy, freight, consumables. and labour
costs and stronger facal currencies, relative to the US dotlar. The commencement of production at Alamo Dorado in 2007, which contributed
3.8 million ounces at a cash cost of $4.41 was another factor behind the increase in the consolidated cash costs in 2007 relative to 2006.
Consolidated cash casts per gunce in 2007 were 14% higher than management's forecast of $3.04 per ounce due to higher than expected cast

escalations as just described.

Pan American achigved increases in gold, copper and lead production retative to 2006, while zinc production declined slightly. Actual production
in 2007 exceeded management's forecasts in the case of gold and copper {by 22% and 38%. respectively), while lead and zinc production fell

short of management's expectations {by 18% and 11%, respectively) due primarily to variations in actual grades relative to forecast grades.

A description of each mine and an analysis of their 2007 operating performance, measured against 2006 operating performance and

management's forecasts follows:

HUARON MINE
The Huaron silver-zinc underground polymetallic mine is Pan American’s most cansistent silver producer.
The property is located 320 km northeast of Lima in the heart of the Cerro de Pasco district. This is one of Perw’s most important mining

districts, accounting for more than half of the country’s silver production. Since operations began in 1912, Huaron has produced more than 220

million ounces of silvar from 70 known veins.

Average Monthly Throughput
70,000

Ownership 60,000

Proven & Probable Silver Reserves 50.000
as at Dec 31, 2007 (000°S QUNCES) ccevrrrvcrmrermerereinans 58,826 40,000
EMplOyment ... srecsmnsesmssssssmsenssssssissnsssss 1,109 30,000 l I
2007 Silver Production ........................ 3.8 million cunces 20,600
Cash COStS .o ccrncrseennenennnns 3 2.78 pEr ouURNCE 10,000

2004 2005 2006 2007

Location

Tonnes pec month

Pan American acquired a majority inlerest in Huaron in March 2000. The Company fast-tracked the project through feasibility, financing and
rehabilitation to re-open the mine anid commence fult-scale operation in Aprii 2001, Productivity improvements in recent years have increased

tonnage capatity to over 60,000 tonnes per month.

During 2007, Huaran increased mill tonnage by 8% over the previcus year, which more than offset slightly lower grades and resulted in 4%

higher silver production. Increased mill tannage was also the primary factor behind the increase in by-product production.

Cash costs at Huaron increased by 15% in 2007 to $2.78 per ounce. Higher by-product credits resulting from increased production and stronger
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base metal and gold prices in 2007 were mare +han offset by increases in operating costs, royalties and treatment charges,

Silver production at Huaron in 2007 was within 1% of management’s forecast. However, lower than expected base metal grades and recoveries
resulted in lead and zinc production trailing expectations by 12% and 5%. respectively, Huaren's cash cost per ounce in 2007 was anticipated to be
$3.26. By-product credits were higher than expected due 1o stranger base metal prices in 2007 and resulted in actual cash costs that were 15%
below ferecast.

MOROCOCHA MINE
Pan American acquired the Morococha mine in Peru in August 2004, Morococha is an underground, polymetallic vein mine located 50 kilometers
southwest of the Company’s Huargn mine,

Average Monthly Throughput

70,000
60,000

LOcation .o Yauli, Pery
Dwnership ... 89.8%

Proven & Probable Silver Reserves

50,000
as at Dec 31, 2007 (000's ounces) .....covivereeevnenee 32,120 40,000
Employment ........ccoirevervvnnennsisssmmsnssressasesresenssanenssseness 1,394 30,000 I I
2007 Silver Production ...........ce......... 2.9 million ounces 20,000
Cash Costs ... 3(2.16) per ounce 10,000

2004 2005 2006 2007

Tonnes pes month

The Morococha district has been mined continuously for more than 100 years and lies within one of the world's most prolific mineral belts
for polymetallic vein systems. Morococha hosts a very large and prolific network of veins, mantos, chimneys, skarns and other replacement

bodies within a mineral rights package covering 110 square kitometers of contessions.

Mill tannage at Morococha ingreased by 6% in 2007, but lower silver grades resulted in a 2% decrease in sitver production, The higher tonnage

allowed Morococha to achigve increases in fead, copper and gold production, but zinc production declined due 1o lower grades.

Morococha’s cash costs per ounce were negative $2.16 in 2007, an increase aver negative $3.71in 2006. Significant increases in operating costs

outweighed the increase in by-product credits that resulted from higher base metal production and stronger by-product prices in 2007.

Meorococha exceeded management's forecast o tonnage and silver recoveries in 2007, resulting in 8% higher silver production than expected.
However, grades and recoveries of zinc and lead were below expectations, resulting in lower production than anticipated. The opposite is
true for copper, which exceeded forecast by 49%. Morococha's cash costs per ounce of silver in 2007 were expected to be negative $3.16.

However, higher than expected operating costs resulted in actual cash costs of negative $2.16 per ounce.

QUIRUVILCA MINE

The Quiruvilca mine is located approximately 130 kilemeters inland from the coastal city of Trujillo, Mineralization was first reported in the
area in 1789, and the mine has been in continuous operation since 1926. The underground warkings cover an area four kilometers long by three

kilometers wide and extend more than 400 maters in depth. Pan American has operated Quiruvilca since late 1995.

In 2007, Quiruvilca produced 25% less silver ounces and 8% less base metal tonnes than in 2006, due to lower ore grades and a 2% decrease in

tonnage milled. Higher operating costs, combin2d with lower by-product production and lower silver grades resulted in cash costs per ounce




Management's Discussion and Analysis

rising from negative $0.04 in 2006 tn $2.43 in 2007. This was within 10% of the forecast figure of $2.21.
Silver production during 2007 fell 179 short of expectations, primarily because tonnage mifled and silver ore grades were lower than expected.

Zinc and lead production were 23% and 3% below forecast, respectively, due to significantly lower hase metal ore grades and zinc recoveries,

Average Monthly Throughput

Location  ............ceeeeen.. Santiago de Chuco, Peru

40,000
Ownership ... 39.9% =
Proven & Probable Silver Reserves £ 30,000
as at Dec 31, 2007 {000°S OUNCES) c.oucrrcrnrrvorsoncrron 1411 B
EMPIOYMERL ...t crisennsssnacssemm s seemnans 940 £ 20,000
2007 Silver Production ... 1.6 million cunces =
[P 1 T ————. ¥ X Y ] 1§ 11T 10,000

2004 2005 2006 2007

PYRITE STOCKPILES

The large, sitver-rich stockpiles are located in the Cerro de Pasco mining district of Peru. Volcan Compafifa Minera, a Peruvian mining company,
is the targest ore producer in this district. For many decades, Volcan's Cerro de Pasco mine accumulated silver-rich stockpiles from which the
silver could not be extracted by stancard metallurgical processes. In November 2002, Pan American acquired the stockpiles and entered into an

agreement to mine and sell 600,000 tonnes of the highest grade silver stockpiles to the La Oroya smelter, where the ore is used as a process flux,

Average Monthly Throughput

1,000

Location ... Gerro de Pasco, Pery
1T 2 1 S | X 1 6.000

Proven & Probable Silver Reserves 5.000
as at Dec 31, 2007 (000°s ouncs) ....oceeeeeeneeeee. 2,309 4,000
Employment ... cerrereceemesceneesceemeeenese 48 3.000 I I I
2007 Silver Production ........................ 0.5 million ounces 2.000
Cash Costs ......cccenicncnnrancinnnnn. $3.24 per ounce 1,000

2004 2005 2006 2007

Tonnes per month

In 2007, demand for the stockpited ore from the only buyer of this material, Doe Run Peru, decreased by 9% from 2008. The average grade
of the pyrite material sold declined by 12% in 2007, resulting in a 20% decrease in silver production, Pan American's agreement with Volcan
entitles Valcan to a one-third interest in net operating cash flow from the Stockpiles . As a result of Volcan's interest, the higher the price of
silver, the higher the cash cost per ounce at the stockpiles. Since the average silver price in 2007 was higher than in 2006, and also exceeded

management's expectations, the actual cost per ounce of $3.24 exceeded 2006 costs per ounce of $3.17 and management's forecast of $2.51 per ounce,

ALAMO DORADO MINE

Alamo Dorado is Pan American’s only open-pit mine. It is located in the Mexican state of Sonora, approximately 200 miles from the siate
capital of Hermosillo, Corner Bay Silver, a Toronto-listed expleration campany, began grassroots reconnaissance of the area in 1997. Pan

American Silver acquired Carner Bay and the Alamo Daorado project in February 2003.
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The mine began commercial production on Apri 1, 2007, It produced 3.8 million ounces of silver and 13,335 ounces of gold in its first year of

production, exceeding management’s forecast of 3.6 mitlion ounces of silver and 12,200 ounces of gold.

2007 Quarteriy Silver Production

. ) 1,800,000
LoGAtion ..., 300018, Mexico 1,600,000
OWRETSHIP oot s 100%0 ., 1,400,000
Proven & Probable Silver Reserves S 1,200.000
as at Dec 31, 2007 {000's 0unCeS) .o 40,213 S 1.000,000
EMployment ......c.....ccoenreremncerensseeer || - 800,000

. P . 8 milli 600,000
2007 Silver Production .... .. 3.8 million ounces 400,000
Cash Costs ... 34,41 per ounce 200,000 —

a1 a2 a3 a4

Cash costs per ounce at Alamo Dorado averaged $4.41 in 2007, inctusive of the costs associated with production in the first quarter when the
ming had not reached commercial production. Management had {orecast cash costs to be $3.27 per ounce. However, mechanical start-up
issues in the filtration system and excessive scaling cambined with escalation in the cost of fabour, energy and consumables resulted in higher

costs than expected.

LA COLORADA MINE

Pan American acquired the La Colorada mine in 1998. It consists of six contiguous blocks of exploration permits and exploitation claims
1otaling 2,230 hectares.

The praoject lies within a geologic belt known a3 the “faja de plata” {silver belt) that extends for 800 km along the Sierra Madre Mountains
and is defined by prolific silver depasits that make Mexico the largest silver producing country in the world. At La Colorada the potential for

extending reserves through discovery and addit onal development is considered to be excellent.

Average Monthly Throughput

Location .o, ZAAtECAS, Mexico 30,000
ceevemerenene 100%

Ownership ..., 25,000

Proven & Probable Silver Reserves 20,000

as at Dec 31, 2007 (000's ounces) ...cecrvvrrennenne, 18,059

EMPIOYMENT «.ocunenrenrecrere s seeseeseeenenereeeenes 800 15,000 I I
2007 Silver Production .........ccc.ccon..... 4.0 miilion ounces 10,008 I

Cash Costs ..o $6.88 per ounce 5,000

2004 2005 2006 2007

Tonnes per month

In 2007, silver production at La Colarada increased by 13% due to a 42% increase in tonnage milled. This was a result of restarting the sulphide

operation, offset by lower ore grades and recoveries. Production of zinc and lead also benedited from the restart of the sulphide operation,

Cash costs per ounce for 2007 averaged $6.88 which was 6% higher than the previous year. Increased costs of labour, consumables and

energy were partially ofiset by the cost benefits attributable to increasing mill throughput.

The mine processed 14% more tannage in 2007 than management had forecasted. Daspite the fact that ore grades were lower than expected,
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actual silver production exceeded enticipated production by 4%. Actual cash costs of $6.88 per ounce were within 1% of management’s

expectations, with unexpected cost escalations largely being offset by higher by-product credits.

SAN VICENTE MINE

The San Vicente sitver-zing mine is lncated in the Bolivian Andes, More than 20 bonanza type silver-zinc veins are known to occur over an area

of 1.9 kilometers on surface and extend to at least 200 meters in depth. The project consists of 15 mining concessions totaling 8,159 hectares.

San Vicente was operated from 1977 to 1993 by COMIBOL, the Bolivian state mining company. In 1999 Pan American optioned the project from
COMIBOL under a joint venture agreement. In 2005 Pan American restarted operations with a 55% interest in the project, milling are at a nearby
third party plant. In Jure 2007 Pan American increased its ownership interest by 40% to 95%.

During 2007 San Vicente cantributed 0.6 million ounces of silvar to Pan American's account, compared to 0.3 million cunces the previous year,
The increase was partially due to hig her tonnage rates, offset by tower head grades, and also because of the 40% increase in Pap American’s

ownership interest. Zinc and copper tonnage attributable to Pan American increased in 2007 for the same reasons.

Average Monthly Throughput

Location ..o e PO10SI, Bolivia 12,800
Ownership . 95% £ 0,000
Proven & Probable Silver Reserves % 8.000
as at Dec 31, 2007 (D00's ounges) ...........cccoveeennes 30318 = 7

Employment N— L ¥ é 5,000
2007 Silver Production .......................0. 6 million ounces = 4,000
Cash Costs ..o, $5.41 per ounce 2.000

2005 2006 2007

Cash costs of $5.41 per ounce in 2007 were 55% higher than $3.49in 2006. Lower silver and zinc grades, combined with general escalations

in operating costs, were the primary factors behind the increase.

Actual silver production attributable to Pan American in 2007 based on our 95% interest exceeded management's forecast of 0.5 million
ounces, which was based en the 55% interest owned at the beginning of 2007, Attributable zinc production fell short of expectations due to
lower than expected zinc grades. Actual cash costs per ounce were 44% higher than forecast as a consequence of lower than expected zinc

production and unanticipated ¢ost increases.
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RECONCILIATION OF CASH AND TOTAL COSTS PER OUNCE OF SILVER {NON-GAAP

MEASURES)

The non-GAAP measures of cash and total cost per ounce of silver are used by the Company to manage and evaluate operating performance at

each of the Campany’s mines and are widely reported in the silver mining industrv'as benchmarks for performance, but do not have standardized

meaning. To facifitate a batter understanding of this measure as calculated by the Company, we have provided a detailed reconciliation of this

measure to our cost of sales, as reported in our audited Consolidated Statement of Operations for 2007, 2006, and 2005.

Cash and Total Cost per Dunce Reconciliation

{in thousands of US dallars) 2007 2006 2005
Cost of Sales $ 162,187 $ 124608 $ 187648
Add /|Subtract}

Smelting, refining, & transpertation charges 87.019 £9.394 77136
By-product credits {210,701} {168.639) {78.02%)
Mining royalties 5,761 5.269 1,615
Worker's participation and voluntary payments (6,304} 19,250} {1,243)
Change in inventories 8,595 {2,016} 1975
Other {579) 2,634 1,395
Non-controlling interest adjustment 172 586 {1,018)
Alamo Dorado Commissioning Costs 2,718 - -
Cash Operating Costs A 54,478 22,587 50,082
Add / {Subtract)

Depreciatian & amortization 28.992 17,520 13.095
Asseft retirement & reclamation 2,860 2,457 2,329
Change in inventories 4.08i {1.455) 943
Dther {175} (125) {360)
Non-controlling interest adjustment {933 (652} 1632}
Alamo Dorado Commissioning Costs 1,304 - -
Total Costs B § 90,607 $  a0332 $ 65458
Payable Silver Production {000°s ounces) [ 15,912 11.922 1,436
Cash Costs per ounce AlC H .42 H 1.89 $ 438
Total Costs per ounce 8/C s 5.69 $ 3.38 $ sn
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2007 FINANCIAL RESULTS

The table below sets out highlights of Pan American's quarterly results, expressed in thousands of US dollars {except for per share detail}, for
the past 12 quarters, together with s 2lect balance sheet information for the prior three years.

QUARTERS ENDED {UNAUDITED) YEARS ENOED
2007 MARCH JUNEJ0 SEPT. 30 DEC 31 BEC. 3%
Sales H 48,057 $ 79.211 $ 87507 § 85888 $ 301.064
Mine operating earnings” $ 14874 $ 47 0§ 29125 § 28859 $ 104,275
General & Administrative $ .88y § (2684) § (18600 % ({3120} $ (6522}
Exploration M {549) s {720) $ 1on § (1,992} $  (3.362)
Net income for the period b 20435 $ 18,472 $ 23891 $ 26062 § 88860
Net income per share - Basic b 02?7 s 0.24 5 0.31 $ 034 5 116
- Diluted $ 0.26 $ 0.23 $ 0.30 $ 0.33 H 112

Other financial information:
Tetal Assets § 762,903
To1al long-term financial liabikities $ 99219
Total Shareholders Equity : § 599,617
2006 MARCH 3i JUNE 30 SEPT. 30 DEC. 31 DEC 31
Sales $ 45,744 H 62,848 § 64,768 $ 892,568 § 255447
Mine operating earnings® $ 17976 § 31060 § 29221 $ 35063 $ 1339
General & Administrative $ 933y § (2.416) $ 12739 $ 12,084} $ 19272)
Exploration $ {1.234) $ {637} $  (2.267) § {3902} § {8,040}
Loss on commodity and currency contract's $ (18300 §  14.76D) § 876§ (1,042) $ (18,328)
Net income (loss} for the period S (2761) % 14,964 § 16,395 $ 29648 $ 58,206
Netincome/{loss) per shara - Basic S [D.04) H 921 $ 022 s 0.39 S 079
- Diluted s 004}  § 0.20 $ 0.20 S 0.38 H 076

Other financial information:
Total Assets § 679,895
Total long-term financia! liabilities $ 92.808
Total Sharehalders Equity § 512.026
2005 MARCH 3! JUNE 3D SEPT. 30 DEC. 3t DEC. 34
Sales s 29.086 $ 25,358 § 30086 $ 378N § 122400
Mine pperating earnings® $ 3488 § 4526 § 4,561 $ 8683 $ 21,658
General & Administrative $ 1.563) § (1,751 $ {2085 § (1,558) $ (6.936)
Exploration $ (1424 § (ges)  § (354y & (994) $ {3.697)
Loss on commodity and currency contraci s $ 33377 § 349N $ (2798) $ {B.152) §  (8.196)
Write-down of mining assets S o s 0 $ ) $ [29,666) § (29,666}
Net income f{loss) for the period S 4,223 § 4971 $ 172 $ {29,514} $ 128,594}
Netincome/{koss) per share - Basic $ {008) § 0.07 $ 0.00 $  (D.44} $ {043}
- 0 luted $ (0.06) H 0.07 $ 000 $ (044} $ (043}

Other financial information:
Total Assets § 362,280
Total fong-term financial liabilities $ 71592
Tatal Shareholders Equity $ 257322

MNotes:
* Ming operating earmings are equal 1o sales le ss cost of sales less depreciation and amertizaticn, which is considered to be substantialty the same as grass margin.
The Company did not declare or pay any divide vds during the periods under review,
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Net income for 2007 was $88.9 million, compared to a net income for 2006 of $58.2 million. Basic earnings per share for
2007 were $1.i6 compared to earnings per share of $0.79 in 2006. Net income for 2007 included a gain on the sale of the
Company's interest in the Dukat mine in Russia of $12.4 million and a gain on commedity and foreign currency contracts of
$5.3 million. Included in the net income for 2006 were a loss on commodity and foreign currency contracts of $18.3 million,
and a gain on the sale of the Company's irterest in Dukat of §7.5 million.

Salas in 2007 were $301.1 million, an increase of 18% relative to 2006 sales. The average realized prices for all of the
metals that the Company produces increased in 2007 compared to 2006, in particular the average realized silver price
increased by 21% to $13.48 per ounce while the average realized fead price increased 125% to $2,933 per tonne. In
addition to higher realized prices, the Company also increased the quantity of silver, gold and copper sold in 2007,
Silver sales increased by 21% to 15.1 mi lion ounces, gold sales increased by 141% to 17,985 ounces while copper sales
increased by 15% t0 5,127 tonnes. Sales of fead and zinc partially offset these increases, declining from the quantities
sold in 2006 by 8% and 12% respective y.

Cost of sales in 2007 was $167.8 millicn, 3 $43.2 mitlion increase from the cost of sales recorded in 2006. The main
reasons for the higher cost of sales relat ve 1o a year ago were (i) the commencement of commercial production at Alame
Dorado, which recorded cost of sales of $19.5 million in 2007, (i) an increase in the mill throughput rates at the Company’s
other operations of, on average, 12%. and (iii) the industry-wide escalations experienced in the cost of energy, labour, local
currencies and consumables, which increased costs by 15% over 2008's costs, on a per tonne basis.

Depraciation and amortization expense of $29.0 million was $11.5 million higher in 2007 than 2006. The increase is
entirely attributable to the commencement of commercial production at Alamo Dorado.

Mine operating earnings, defined as sales less cost of sales and depreciation and amortization, was $104.3 million in 2007,
a decline of 8% from 2006's mine operating earnings. The decrease in mine operating earnings was a result of the increase
in sales being outweighed by the increases in cost of sales and depreciation and amortization expensa.

General and administrativa costs, including stock based compensation, increased by 4% in 2007 to $9.5 million {2006:
$9.2 miltion}, reflecting increased staffing costs, a stronger Canadian dollar against the US dollar, and increased travel
costs. Partially offsetting these factors was a decling in stock-based compensation, which reduced te $2.1 million in
2007 from $2.9 millian in 2006,

Exploration and project development expensasin 2007 were $3.4 million compared to $8.0 million incurred in 2006. The
exploration expenses recorded in 2007 primarily represented the costs associated with exploration drifling at La Colorada and
Morococha. 2006°s expenses refated mostly to the preparation of feasibility studies and hoiding costs at Manantial Espejo
and San Vicente and due diligence expenses associated with the Company’s business development activities.

Asset retirement and reclamation axpense for 2007 was $2.9 million, similar to the $2.5 million incurred in 2006. These
costs were related to the accretion of the liability that the Company has recorded with respect to its mining operations as
required by CICA Handbook Section 3110 — "Accounting for Asset Retirement Obligations™. There wese no significant changes
to the Company's closure estimates at any of its operations in 2007, other than an increase of closure liabilities at Manantial
Espejo linked to construction activities. The resultant increase in our asset retirement obligation provision gave rise to a
higher accretion charge assaciated with this liability.
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Investment and other income, inclusive of foreign exchange gains for 2007 totaled $5.9 million (2008: $5.2 million] and
were primarily made up of interest generated by the Company's short-term investment portfolio.

Interest and financing expenses in 2007 were $0.7 million, which was primarily made up of financing and transactional
charges, compared to $0.6 millicn incurred in 2006.

The Company recorded a gain on cemmodity and currency contracts of $5.3 million in 2007, compared to a loss of
$18.3 miltion in 2006. The gain in 2007 was primarily attributed to the unrealized gain on open zinc and |ead positions as at
December 31, 2007. Please see “Financial Instruments” under the “Liquidity and Capital Resources™ section of this MO&A.
The loss in 2006 was comprised of a loss on our zinc price protection program of $14.4 million, a loss an our silver fixing
program of $3.6 million, and a loss on our Mexican peso forward purchases of $0.3 million.

The Company recognized a gain on sale of assets of $12.4 million in 2007, of which $10.3 million has been received and the
balance is payable in December 2008 under the terms ot the sale of our interest in the Dukat mine in 2004. In 2006,
the Company recorded an $8 million gain on the sale of our interest in Qukat and $0.6 million for the loss on the sale
of obsolete equipment, alt of which was recorded in Q4 of 2006. The Company received the $8 million, booked on the
sale of our interest in Dukat as a receivable in 2006, as expected in January 2008. No further gains will be recorded
on the sale of our interest in Dukat.

Income tax provision for 2007 amounted to $19.6 million compared to $25.5 million in 2006. The reduced income tax
expense resuited primarily from lower current taxable income generated by our Peruvian operating subsidiaries in 2007 than
in 2006 and the recognition of a future income tax benefit related to tax loss carry forward associated with the Manantial
Espejo project. Management now believes some of these tax losses will be utilized to shield future taxable income, thereby
decreasing the future income tax provision, with a corresponding increase to income in the fourth quarter of 2007,

The men-centrolling interest in 2007 was $3.1 million compared to $3.8 million in 2006. The nan-controlling interest
reflects the income after tax that is attributable to the minority shareholders of the entities which own the Morococha and
San Vicente mines. The Compay owns approximataly an 89.4% interest in the Morococha mine and a 95% interest in the
San Vicente mine. The Company acquired an additionat 40% interest in San Vicente in June 2007, which was the main reason
for the lower non-controlling intarest recorded in 2007
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FINANCIAL RESULTS: FOURTH QUARTER 2007

For the fourth quarter {“Q4”} of 2007, the Company recorded net income of $26.1 mitlion compated to a $29.6 million net income in the comparable
period of 2006. Basic earnings per share in Q4 of 2007 were $0.34 compared to earnings per share of $0.33 in the comparable period of 2006.
Q4 of 2007 benefited from a $4.0 million gain on commodity and foreign currency contracts while (4 of 2006 benefited from the recognition of an

$8.0 million gain recorded relating to the amount receivable under the terms of the sale of the Company’s interest in Dukat.

Sales for Q4 of 2007 were $85.9 million compared to $82.6 million in the comparable period of 2006 due primarily to the higher price
environment for the metals the Company produced and significantly higher silver sales due to production fram Alamo Oorado, partially offset
by decline of 3% in the tonnes of cencentrates sold in 04 of 2007 compared to Q4 of 2006. Concentrate inventories grew during the quarter

and the Company ended 2007 with 13,465 tonnes of concentrates, which represents more than one-month’s production.

Cost of sales in Q4 of 2007 was $48 8 million compared to $41.9 million in Q4 of 2006. The factors describing the increase in cost of sales for
the full year of 2007 abgve were the same beh nd the increase in cost of sales in Q4 of 2007,

Depreciation and amortization expense in 04 ¢f 2007 was $8.2 million compared to $5.6 million in Q4 of 2006. The increase in depreciation
and amortization expenses in Q4 of 2007 is due to the commencement of commercial production at Alamo Darado, which recorded an expense
of $5.7 million in the quarter, offset by a lower depreciation and amortization expenses at the Peruvian operations due to a decrease in

concentrate sales relative to Q4 of 2006.

Imvestment and other income for Q4 of 2007 was $0.4 mitlion {Q4 of 2005; $1.2 million) as a result of lower cash and shart-term investment

balances in Q4 of 2007 due to capital expenditures refated to the construction of Manantial Espejo.

The gain on commodity and currency contracts in Q4 of 2007 was $4.0 million compared to a loss of $1.0 million in @4 of 2008. The gain in Q4

of 2007 was primarily attributed to the unreali;ed gain on open zinc and lead positions as at December 31, 2007.

The income 1ax provision and the non-controlfing interest in 04 of 2007 were lower compared to  the comparable period of 2006 for the same

reason as described above,

FINANCIAL RESULTS: 2006 COMPARED TO 2005

Nat income for 2006 was $58.2 million, compared to a net loss for 2005 of $28.6 million. The improvement in the Company's results in
2006 was primaridy due 10 a dramatic upturn in the profitabifity of the Company's operations, as reflected by a mere than 5 fold increase in
ming operating earnings, primarily as a consequence of the rise in the sales prices of the metals the Company produces. In addition to higher
realized prices for our products, the Company also increased the quantity of products sold. Pan American's Peruvian aperations shipped a
total of 140,211 dry metric tonnes of concentrates in 2006, a 6% increase over the previous year and the La Colorada mine increased silver
production by 13% over 2005 production, Inclutted in the naet loss for 2005 were several enusual items including a non-cash impairment charge
of $29.7 million, which resulted from the Company’s decision to write down the carrying value of the La Colorada mine, a loss on commodity

and foreign curcency contracts of $8.2 million, 3nd a gain on the sale of the Company's interest in Dukat of $2 miliion.

Cost of sales in 2006 was $124.6 million, a $37.0 million increase from the cost of sales recorded in 2005. The main reasons for the higher
cost of sales were {i) increased mining and milling rates at all of Pan American's operations by an average of 12%., {ii} the shipment of
approximately 8,400 tonnes maore concentrates from the Peruvian operations, and {iii) the industry-wide escalations experienced in the cost
of enerqy, labour and consumables. Cost of sales was alse negatively impacted by significantly increased worker's participation costs in Pery,
which are based on the increased taxable income being generated by the Company’s Peruvian mines. Worker's participation costs increased
to $8.4 million in 2006 from $1.2 million in 200%.




Management’s Discussion and Analysis

Depreciation and amortization expense of $17.5 miilion was $4.4 million higher in 2006 than 2005, Increased tonnage milled at all of the
Company's operations and higher degreciation rates at La Colorada in 2006 as a result of the decrease in reserves and resources estimated at

the end of 2005 were the main reasons for the increase.

General and administrative costs, including stock based compensation, increased by 32% in 2006 to $9.2 million (2005: $6.9 million},
reflecting increased statfing costs, the cost of compliance with the requirements of the Sarbanes Oxley Act, a stronger Canadian dollar against
the US dollar, and increased travel costs. Included in general and administrative expenses was stock-based compensation of $2.9 million
{2005 - $2.0 million).

Exploration and project development expenses in 2006 were $8.0 million compared to $3.7 million incurred in 2005, reflecting increased

exploration drilling at La Colorada and Morecocha and the preparation of a feasibility study and holding cests at the San Vicente project.

Investment and other inceme, net of fareign exchange loss for 2006 totaled $5.2 million (2005: $2.6 million) due to higher average cash

balances combined with a higher interest rate environment, which prevailed in 2006, resulted in the increase over the comparable periods in 2005.

The Company incurred a foss on commodity and currency contracts of $18.3 million in 2006, compared to a loss of $8.2 million in 2005.
The loss in 2006 was comprised of a loss on our zing price protection program af §14.4 million, a loss on our silver fixing program of $3.6 million,

and a loss on our Mexican peso forward purchases of $0.3 million.

The Company recognized a gain on sale of assets of $8.2 million in 2006 under the terms of the sale of our interest in the Dukat mine in
2004. In 2005, the Company recorded a $2 million gain on the sale of our interest in Dukat and $0.6 million for the gain on the sale of obsolete

gquipment,

Income tax pravision for 2006 amounted to $25.5 million compared to $3.3 million in 2005. The substantialy higher current income tax
expensa resulted from greater taxable income being generated by our Peruvian operating subsidiaries in 2006 than in 2008, primarily due to a

stronger price environment and the fact that the Quiruvilca operation enly became taxable in later 2005.
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OUTLOOK

This section of the MD&A provides management's production and costs forecasts for 2008. We also discuss the major capital projects
planned for each of the operations in 2008. These are forward-looking estimates and subject to the cautionary note regarding the risks

associated with forward locking statements at the end of this MD&A.

PRODUCTION FORECAST - 20108

g m =y

Hizaran Maroeocha Quiruvilca Pyrta Alanto La San Manaatral Congol?&atad‘
Siackpiles Darado Coiorada  Vicenie Espejo Tn:n\s

PRODUCTION DATA R
Tennes Mifled 771,000 590,514 363,703 50,400 1,448,600 333077 95,000 215,750 1.3,.3?'5:(];!5
Silver head grades 187 166 158 270 127 112 320 261 s
{grams/tonne} :
Silver recaveries % 80% 84% 81% - 88% 85% 84% 8% o
Silvar ounces (000°s) 3,708 2,654 1.500 47 5.226 1858 m 1,400 , 19,500
Zinc toanes 14,569 16,710 8.4 : . 2050 2033 - a3
Lead tonnes 7.288 6,14k 2,535 - - 1,134 - - . i7.|ﬁ3
Copper tonnes 1322 2479 1750 . : . 123 - 5,394
Gold ounces 1,087 - 1,328 - 16369 3.820 - 7739 50,000
COSIS
Cash costs per gunce $5.12 §0.3% $5.40 $3.28 $4.19 $7.46 $7.49 1$1.15) ' ) 54‘.271
Non-cash costs per ounca $1.37 $1.2¢ $1.94 - 3447 $1.8¢ $2.15 $473 $267
Total costs per gunce $6.49 $1.61 $7.34 $3.29 $8.66 $9.35 £9.64 5158 -$6.94

Sitver production is expected to increase 14% in 2008 to 19.5 million ounces, as compared ta 2007's production. The planned increase is
primarily due to a full year of production at Alamo Dorado and the commencement of production at Manantial Espejo, partially offset by the

slightly lower silver production at our other operations.

Zine and lead production are expected to increase in 2008 as compared to 2007, due to generally higher grades at our Peruvian mines ang
expanded capacity of the sulphide plant at La Colorada. Commencement of operations at Manantial Espejo should result in a significant

increase in gur anticipated gold production in 2008,

Cash costs are expected to increase to $4.27 per ounce compared to the 2007 cash costs of $3.42 per ounce. Forecasted increases in operating
costs and the reduction in by-product credits on a per sitver ounce basis due to anticipated lower zinc prices account for most of the expected
increase in cash costs.

We are planning to invest $152.1 million in capital i1 2008, split between development and construction capital of $103.8 million and sustaining capital
of $48.2 million. Develgpment capital consists of $65.6 million to complete the construction of Manantial Espejo and $3B.2 million for the expansion

and development of San Vicente {our 35% share), The majority of the sustaining capital is planned for Huaron, Morococha and La Colorada.

Y/




Management’s Discussion and Analysis

Management’s forecast for each mine’s operating performance and capital requirements in 2008 follows:

HUARON MINE

In 2008, we expect to preduce 3.7 million ounces of silver at a cash cost of $5.12 per ounce. Huaron plans to increase mining and milling
rates by 3% above rates achieved in 2007. The positive impact of higher throughput rates is expected to be more than offset by lower silver
grades, resulting in a 3% decline in expected silver production. As a consequence of expected increases in throughput rates, zinc grades and
fecoveries, Huaron zinc production is forecast to increase by 21% in 2008. Cash costs per ounce are expected to almost double over 2007's

cash costs due mainly to lower silver production couplad with in¢reases in operating costs and lower base metal by-product credits.

The total capital budget tor 2008 at Huaron is $15.1 million, mostly relating to mine development. Major components of the mine development

capital include a shaft deepening and reconditioning program as well as the development and preparation of the 180 level for mining.

MOROCOCHA MINE

In 2008, we expect to produce 2.7 mi lion ounces of silver at a cash cost of $0.33 per ounce. Tonnes milled at Morococha in 2008 are expected
to decline slightly from 2007 tonnage. Sitver and base metal grades are also expected to decline relative to 2007, resulting in a ceduction of 8% in
expected silver production and a 2% cecline in zinc production, however higher fead grades are expected to increase !ead production by 1% over
2007. Higher cash costs per ounce in 2008 are expected compared to 2007's cash costs of negative $2.16 due to lower silver production, increases

in operating costs per tonne and lowe: base matal price assumptions.

Maracacha's capital budget totals $14.1 million in 2008 with the primary objectives of integrating mine production from various ore sources,

and to continuing the extensive ming development program, particularly an the 400 lavel and the refurbishment of the Maria hoist,

QUIRUVILCA MINE

In 2008, we expect to produce 1.5 m llion ounces of silver at a cash cost of $5.40 per ounce. The 2008 budget assumes that mining occurs
in both Quiruvilca's south and north zones at slightly higher mining rates than those achieved in 2007, Silver grades and recoveries are
expected to decline skghtly, resulting in 4% less silver production than 2007. Higher zinc grades are expected to reselt in a 16% increase in
zinc production. Operating costs are expected to increase in 2008 as higher pumping costs, increases in the cast of labor and supplies and
the stronger Peruvian currency are expected. As a consequence, we anticipate cash costs per gunce in 208 to be $5.40 compared to 2007's
cost per ource of $2.43.

Atotal of $4.4 million has been budgeted for cagital in 2008 at Quiruvilca, with expenditures 10 develop deeper levels in the mine representing
the majority of the capital budget. Ir addition, we expect to spend $0.9 million on reclamation activities, predominantly on increasing the
capacity of the water treatment facility.

PYRITE STOCKPILES

In 2008, we expect to produce 0.4 million ounces of silver at a cash cost of $3.28 per gunce. We expect both the grade and quantity of pyrite
material sold to decline slightly in 2008, resulting in lower silver production.

ALAMO DORADO MINE

In 2008, we expect to preduce 5.2 m llion ounces of silver at a cash cost of $4.19 per ounce. Our 2008 budget assumes Alamo Dorado will
process more than 3,900 tonnes per day of ore grading 127 gpt silver and that silver recoveries will average 88%. The mine is expected to
produce mare than 16,000 ounces of gold as a by-product in 2008, The mine plan calls for the mining of 3.6 million sonnes, of which 1.35 millien

tonnes are expected to be ore,
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Cash costs per ounce are expected to be $4.°9, higher than 2007 due primarily to escalation in labor and consumables costs. Cyanide

consumption in 2008 is expected to be high due to slightly elevated copper grades.

Capital expenditures are expected to be $1.4 million, primarily for plant optimization and improvements in the refinery.

LA COLORADA MINE

In 2008, we expect to produce 3.9 million ouncas of silver at a cash cost of $7.46 per ounce. The 2008 budget anticipates that La Colorada
wilt be able to exceed the 2007 tonnage throughput rates by 4%. Silver grades are expected to be 3% lower than 2007°s grades partly due
10 processing a higher proportion of iower grade suiphide ore and partly due to an overall ceduction in the ore reserve grade. Higher tonnage

throughput and zinc recaveries, partially offset by lower grades are expected to result in increased zinc production in 2008.

Cash costs per aunce are expected to increase by 8% from 2007's costs as a result of processing lower silver grades, marginaily offset by

slightty higher by-product credits.

Capital expenditures at La Colorada in 2008 are expected to be $10.3 million, comprised mostly of expenditures with the objective of extending the

econoic lile of the mine {reserve definition drilling - $1.5 million, phased tailings dam raise - $2.4 million and mine development - $3.0 million).

MANANTIAL ESPEJO PROJECT

The Manantial Espejo silver-gold project is located in the Province of Santa Cruz in southern Argentina. Pan American began the construction
of the mine in mid-2006, immediately after incraasing its interest in the project to 100%. Once completed, Manantial Espejo is projected to
produce an average of 4.1 million ounces of silver and 60,000 ounces of gold annually from a combinaticn of open pit and underground mines.

With gold as a by-product credit, Manantial Espejo is expected to be a low cash cost producer.

In 2008, we expect 10 produce 1.4 million ounces of sitver at a cash cost of negative $1.15 per ounce. Pan American’s key objective at Manantial
Espejo in 2008 is 1o complete the construction and begin commissioning of the mine and plant in July and within the project construction capital
estimate of $185.3 million, inclusive of $22 million of VAT, which is refundable. Achievement of this objective should altow for production of 1.4 million

ounces of silver and nearly 29,000 cunces af gold ind the attainment of cammercial productian in the fourth quarter of 2008.

The open pit is budgeted to mine over 4.5 millio1 tonnes of ore and waste while over 4,000 meters of underground development are planned
in 2008. The underground and open pit mines ate expected to combine to ensure that approximately 200,800 tonnes of ore is stockpiled prior

to the commencement of plant pperations,

SAN VICENTE PROJECT

In 2008, we expect to produce 0.7 million ounces of silver at a cash cost of $7.43 per ounce. The 2008 budget for San Vicente anticipates
that we process 100,000 tonnes through a third darty toll mill, while we continue the construction of a new plant and related infrastructure at
the mine site to support a designed capacity of 750 tonnes per day. The mining activities contemplated for 2008 are expected to contribute
717,000 ounce of silver to Pan American at a cash cost of $7.49 per ounce, significantly higher than 2007's cash costs due mostly to a recently

imposed mining royalty tax in Bolivia as well as the commen cost escalations being experienced throughout the mining industry.

The major components of the plant construction and mine development budget, which totals $40.3 million in 2008 on a 100% basis, include the

replacement of a shaft hoist, censtruction of the processing plant and tailings impoundment and development of the ramp access into the Litoral vein.




Management's Discussien and Analysis

LIQUIDITY AND CAPITAL RESOURCES
CASH FLOW: 2007 AND 2006

Operating activities generated $67.4 million in 2007, compared to $65.9 million generated by operations in 2006. Before changes in non-cash
working capital isems, which used $38.6 miilion in 2007 {2006 - $2.9 million}, cash flow from operations in 2007 was $105.9 million {2006 -
$68.8 million). The increased operating cash flow was primarily a resul: of the start up of Alamo Dorado, which generated, before non-cash
working capital adjustments, $23.9 millicn in 2007 and the improved aperating cash flow generated at the La Colorada mine. which increased
by $13.2 million to $23.3 million.

Investing activities used $99.5 milfian in 2007 and was dominated by censtruction expenditures at Manantial Espejo of $66.3 million, while
$19.6 million was spent on the expansion at San Vicente, inclusive of $8 million to acquire an additional 40% interest in the mine. In addition,
significant investments in praperty, plant, and equipment were made at Marocacha, La Calorada, Huaron, and Quiruviica where $13.6 million,
$9.1 miltion, $9.9 million, and $4.4 million were spent, respectively. Partly funding these expenditures and included in investing activities in

2007 was the sale of $24.9 million o short-term investments and the receipt of $10.3 million from the sale of our interest in Dukat.

Investing activities in 2006 consisted primarily of construction expenditures at Alamo Derado of $46.4 million and Manantial Espejo of $20.2
million. Significant capital investment also occurred at Morocacha, La Colorada, Huaron, and Quiruvilca where $10.5 millicn, $7.9 miltion, $5.6
million, and $1.5 million were spent, respectively. The Company also invested $4.3 million into upgrading infrastructure, equipment orders and
engineering services at San Vicente in preparation for the possible expansion. Included in investing activities in 2006 was the purchase of

$65.6 miltion of short-term bonds as part of the Company's cash management policy.

Financing activities in 2007 generated $3.7 miftion and included proceeds from the exercise of options and warrants of $5.2 million, partially
offset by $2.3 million in dividends pa d to minarity shareholders of the entity that operates the Morococha mine in Peru. Financing activities in

2006 included the issuance of shares for a net $142.3 million and the praceeds from the exercise of stock options of $3.6 milfion.

CASH FLOW: FOURTH QUARTER 2007

Operating cash flow from the Alam3y Dorado mine was also the primary contributing factor for the stronger cash generated by operating
activities in Q4 of 2007 of $26.7 million compared to $13.4 million in the comparable quarter of 2006.

Investing activities in Q4 of 2007 usad $40.1 million, mostly on the construction of Manantial Espejo and expansion of San Vicente. During
the quarter, we also invested $2.0 million in cur short term investment portfolio. Q4 of 2006 used $5.0 million comprised of investments in
property, plant, and equipment of $2%.3 million partially funded by the sale of $17.1 million of the Company’s band partfolio and from the receipt

of $2 million from the sale of our interest in Dukat.

in 04 of 2007, cash used by financing activities 1ataled $0.5 millien and was comprised of $3.0 million used to repay advances against
concentrate shipments while the exercise of stock options and warrants generated $1.8 million and $0.7 million was contributed by minority
shareholders as their share of the capital required for the expansion at San Vicente, In the comparable period of 2008, $0.6 million was

generated from the exercise of stock options.

CASH FLOW: 2005

Operating activities in 2005 generated cash flow of $10.8 million, while financing activities in 2005 included the issuance of shares for cash of $6.4
million and a net repayment of short term concentrate advances of $0.7 million. Investing activities in 2005 consisted of construction expenditures at
Alamo Dorado of $35.5 million, and cagital expenditures at our mining cperations totafing $24.1 million. Included in investing activities in 2005 was the
liquidation of $44.1 million of the Compiny's short-term bond portfolio and other investments.
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LauioiTy

The Company's cash balance at Dacember 31, 2007 was $51.9 million, which was a decrease of $28.4 millicn from the balance at December 31,
2006. This decrease in liquidity resulted from the requirement to fund $134.7 million that was invested in the development and acquisition of
minerat property, plant and equipment in 2007, The batance of this funding requirement was met from cash generated by operating activities
of $67.4 million, plus the tiquidation of $24.9 million of the Company’s investment portfolie, plus $10.3 million received from the sales of our
interest in Dukat plus financing activities of $2.7 million. The balance of the Company’s shori-term investments at December 31, 2007 was

$55.4 million (2006: $91.6 million). The Company does not own any asset-backed commercial paper in its investment portfolio.

Working capital at December 31, 2007 was $186.3 million, a decrease of $18.3 million from the prior year-end’s working capital of $204.6
million. The decrease in working capital was rainly due to a $64.6 million decrease in cash plus short-term investments partially off-set by
increases in inventories of $29.5 million, unrealized gains on commodity contracts of $5.3 million and in accounts receivable of $2.6 million,
plus a net decrease in current {iabilities totaling $6.9 million. The increase in inventaries is a result of commencement of commercial productien
at Alamo Dorado and because of 9,800 dry metric tonnes of concentrates produced but not shipped at our Peruvian operations during 2007. The
decrease in current liabilities is primarily a result of significantly lower taxes payable in Peru as a result of paying tax installment during the year,

oftset by an increase in accounts payable mainly resuiting from commercial production at Alamo Dorado.

Working capital at December 31, 2006 was $204.6 million, an increase of $129 million fram the prior year-end’s working capital of $74.8 million.
The increase in working capital was mainly due to a $116.6 million increase in cash plus short-term investments arising from the proceeds of
a public offering of common shares, a $38.6 million increase in accounts receivable, and a $5.5 miltion increase in inventories, partially off-set
by increases in current liabilities totaling $38.1 milion, The increase in accounts receivable and inventor_ies was mostly a result of the higher
metal price environment that prevailed at the end of 2006 compared to a year earlier. Accounts receivable included an amount of $8 million
pursuant to the sales terms of our interest in Dukat {2005: $2 million). The increasa in current liabilities was primarily a rasult of significantly

higher taxes payable in Peru and an increase in accounts payabfe.

FINANCIAL POSITION

Capital resources at December 31, 2007 amounied to sharehatders’ equity of $599.7 miltion (2006: $512.0 million). At the date of this MD&A,
March 20, 2008, the Company had issued 80,764.673 shares,

On October 18, 2007 the Company secured a $50 million revolving credit facility for general corporate purposes. The credit facility is secured by
certain of the Company's short term investments. Any amounts drawn under the credit fagiiity will incur interest at Canadian daltar Prime Rate for
Canadian dollar drawings or Alternate Base Rate for US dollar drawings. The credit facility does not have a maturity date but may be terminated
by lender upon 30-days notice. As of December 31, 2007 as well as at the date of this MOR A, the Campany had not made any drawings under
this or any other debt facility,

FINANCIAL INSTRUMENTS

Pan American mitigates the price risk associated with its zinc and lead production by committing some of its forecasted production under forward sales
or aption contracts. At December 31, 2007, the Ce mpany had sold forward 9,682 tonnes of zinc at a weighted average price of $2,864 per tonne and
committed an additional 2,850 tonnes to option contracts, which have the effect of ensuring zin prices of between $2,500 and $2,871 for that quantity.
The forward sales and option commitments for zin represent approximately 25% of the Campany's forecast payahle zinc produttion over the following
18 manths, In addition, at December 31, 2G7 Pan American had sold forward 3,000 tonnes of lead settling during the fiest half of 2009 at an average
price of $2,730, which represents approximately 43% of the forecast payable production for that period. At Decerber 31, 2007, the 3-month price for

zinc and tead was $2,331 and $2,532 per tonne, respectively and the mark-tg-market value on open positions was an unrealized gain of $5.3 mill:on.




Management's Discussion and Analysis

Approximately one-third of the Company's operating and capital expenditures are denominated in local currencies other than the US dollar. These
expenditures are exposed to fluctuaticns in US dollar exchange rates relative to the local currencies. From time 1o time, the Cempany mitigates part of
this currency exposure by accumulating local currencies or by entering inta contracts designed to fix or limit the Campany's exposure to changes in the
value of local currencies relative to US dollars. In anticipation of operating expenditures in Peruvian Nuevo sol {"PEN") and Mexican pesos ["MXN"),
at December 31, 2007 the Company hais entered into foreign currency contracts with an aggregated nominal value of $29 million for PEN and $7 million
for MXN settling between January and May 2008 at an average PEN/USS exchange rate of 3.01 and an average MXN/USS exchange rate of 10.97.
In addition, Pan American was holding cash balances equivalent to $2.6 miltion in PEN and $1.0 million in MXN as at December 31, 2007. At December

31, 2007, the mark-to-market value of the Company's local currencies positions was an unrealized gain of $0.3 million.

Atthe end of the fourth quarter of 2007, the Company had fixed the price of 600,000 ounces of silver produced during the quarter and contained
in concentrates, which are due te be: priced in January and February of 2008 under the Company's concentrate contracts. The price fixed for
these ounces averaged $14.72 per cunce while the spot price of silver was $14.76 on December 31, 2007, resulting in an unrealized mark-to-

market foss of $0.03 million,

CAPITAL REQUIREMENTS

Pan American plans to invest $152.1 million in capital projects in 2008, split between development and construction capital of $103.8 million
and sustaining capital of $48.2 million. Please refer to the “Outlook”™ section of this MDRA for 2 more detailed description of the capital
expenditures planmed for each mine in Z008. Alternatives for financing our future capital needs include our significant liquidity position, future
cperating cash flow, unutilized credit facilities and the proceeds of exercised share warrants and options. In the opinion of management,
based on the Campany’s financial g asition at Gecember 31, 2007, the operating cash flows that are expected in 2008 of $100.3 million and
the proceeds from share warrants which expired in February 2008 of $48.6 million, the Company’s liquid assets will be sufficient 1o discharge
liabilities as they come due and to fund planned project development and sustaining capital expenditures in 2008.

The Company expects that the industry-wide capital and operating cost escalation experienced over the last several years will continue to
be a key challenge in 2008. The impact of infiation on the Company’s financial position, operational performance, or cash flows aver the next

twelve months can not be determined.

The Company does not have any off-1alance sheet arrangements or commitments that have a current or future effect on its financial condition,
thanges in financial condition, revenues or expenses, results of operations, liquidity, capital expenditures or capital resources, that are material,
other than those disclosed in this MD'3A and the audited consolidated financial statements and the related notes. The Company had the following

contractual obligations at the end of 2007;

PAYMENTS DUE BY PERIOD {IN THOUSANDS OF DOLLARS)

Less than V-3 4-5 After

Total 1 year years years 5 years
Capital Lease Obligations 5 1,588 3 1,018 L -1
Puechase Obligations (1) 33,305 33,305 -
Total contractual obligations § 34894 $ 34323 5§ 57

(1} Contract commitments for consirurtion materials for the Manantial Espejo and San Vicenta grojects existing at December 31, 2007, which will be
incurred during 2008.

{2}  Amounts above do not inclede payments related to the Company’s anticipated asset retirement obligation
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CRITICAL ACCOUNTING POLICIES AND ESTIMATES

The preparation of financial statements in conformity with Canadian GAAP requires management to make estimates and assumptions that
affect the reported amount of assets and liabilities and disclosure of contingent liabilities at the date of the financial statements, and the
reported amounts of sales and expenditures during the reporting pericd. Management has identified (i) Mineral property, plant, and equipment,
Construction in progress and Investments in non-preducing praperty {ii} Future income tax provision, [iil} Provision for reclamation and closure,
{iv) Stock based compensation and (v) accounting for derivative instruments as the main estimates for the following discussion, Pleasa refer to

Note 2 of the Company’s consolidated financial statements for a description of all of the significant accounting policies.

Mineral property, plant and equipment, Censtruction in progress, and Investment in non-producing properties are the most
significant assets of the Company, representing assets in aggregate of $500 million at December 31, 2007. This amount represents the
capitalized expenditures related to the acquisition, exploration, construction and development of mireral deposits. Construction costs on
development projects are capitalized until the rire is substantially complete and ready for production. The Company estimates its reserves
and resources and the economic life of its mires and utitizes this information to calculate depletion and amortization expense. Annually,
or more frequently as circumstances require, Pan American assesses the recgverability of the carrying values of its mining properties and
investments by performing impairment evaluations. These evaluations consist of comparing each asset’s carrying vatue with tha estimated
undiscounted future net cash flows. Future cash flows are estimated based on production, metal prices, capital and operating casts. Where
those estimated cash fiows are less than the carrying value, the Company records a write-down of the asset 1o the estimated fair value. No
impairments were recorded in 2007, based on mpairment analyses using an average silver price of $11 per ounce, which is consistent with
the long-term silver price assumption utilized 3y the Company for the estimate of reserves and resources. Other estimates incorporated
in the impairment evaluations include progessing and mining costs, mining tennage, ore grades and recoveries, which are all subject to
uncertainty. If silver prices fall below $11 per ounce or some of the other assumptions prove inaccurate, material asset impairment charges

may be required in the future,

The future income tax provisien is based on the liability method. Future taxes arise from the recognition of the tax consequences of
temporary differences by applying enacted or s ibstantively enacted tax rates applicable 1o future years to differences between the financial
statement carrying amounts ang the tax bases of certain assets and liabilities. The Company records a valuation allowance against any
portian of those future income tax assets that it estimates will, more likely than not, fail to be realized. The future income tax provision
also incorporates management's estimates reqarding the utilization of tax loss carry forwards, which are dependent on future operating
pertormance and transactions. Please refer to note 17 of the Company’s consolidated financial statements for a detailed description of our

future income tax provision.

Reclamation and closure ¢osts have been estimated based on the Company’s interpretation of current regulatory requirements, however
changes in regulatory requirements and new in‘armation may result in revisions to estimates. The Company recognizes the present value of
liabilities for reclamation and closure costs in the period in which they are incurred. A corresponding increase to the carrying amount of the
related assets is generally recorded and depreciated over the life of the asset. Accordingly, at December 31, 2007 the expected present value
of future site restoration costs for the Huaron, Morococha, Quiruvilca, La Colorada and Alame Dorado mines, and Manantial Espejo and San
Vicente projects were estimated using discount rates between 6% and 9% at 50.4 miflion {2006 - $44.3 million). This estimate was increased
in 2007 primarily as a result of accretion of the liability of $2.9 million, the recognition of an additional $3.1 million refated 10 the construction
of Manantial Espejo. The reclamation provision was reduced in 2007 by $0.8 million of closure expenditures. In future periods, assuming no
change in estimates, operations will be charged with annual amortization of future site restoration costs of approximately $2.6 million anc the

annual accretion of the liability for future site restoration costs of approximatety $3.0 million.
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Pan American estimates expenses fefated to stock-based compensation on the fair value method of accounting. Under this methed, Pan
American is required to fecagnize a charge 10 the income statement based on an option-pricing model for all stock options that were granted
and vested in each period, with a corresponding credit to Contributed Surplus under the Shareholders’ Equity section of the balance sheet.
In 2007, the fair value of the stock options granted was calculated using an option-pricing model based on the following assumptions — no
dividends were paid, a weighted average volatility of the Company's share price of 38.7%, a weighted average annual risk free rata of 4%
and an expected life of between 1.5, and 3 years. The resulting weighted average option valuation was $CON 8.18 per share for a total
expense related to stock options in 2007 of $2.5 million {2006 - $2.5, 2005 - $1.9 millign). The charge to the Company's income statement is

incorporated as part of the general and administrative expenses.

The Company applies the CICA Accounting Guideline 13, Hedging Relationships {"AcG-13"), which specifies the conditions under which
hedge accounting is appropriate andl includes requirements for the identification, documentation and designation of hedging relationships,
sets standards for determining hedge effectiveness, and establishes criteria for the discontinuance of hedge accounting. Based on AcG-13,
the Company's conclusion is that its forward contracts for the sale of base metals {lead and zinc), its forward contracts for purchasing PEN
and MXN with US dollars, and its silver fixing contracts do not qualify for hedge accounting. As a result, Pan American is required to recognize

mark-to-markat valuations of its open forward contract pasitions thraugh its income at the end of each period.

RISKS AND UNCERTAINTIES
METAL PRICE RISK

Pan American derives its revenua from the sale of silver, zinc, lead, copper. and gold. The Company’s sales are directly dependent on metal
prices that have shown extreme volatility and are beyond the Company's control. The following table illustrates the effect of changes in silver

and zinc prices on anticipated sales for 2008:

Zinc Price:

51,500 $1.700 51,500 $2,100 $2.400 52,700 $3.000

58.00 $245,145 $249,693 $253,241 $256,789 §262.11 $267,434 $272,682

$9.00 $263,754 $267,302 $270,850 §274,398 $279,648 $784,967 $290,287

$10.00 $281,794 $284,841 $288,387 $291,934 $297,253 $302,573 $307,892

Silver $11.00 $298,900 $302.446 $305,992 $309,539 $314,858 $320,093 $325.408
Price: 512.00 $316,505 $320,051 $323,516 $327,060 $332.377 §332,694 $3m
$13.00 $334.028 $337573 saan? $344 662 $349,979 $355,295 $360,612

$14.00 $351.630 $355,174 $358,718 $362,263 $367,580 $372,897 $378.13

$15.00 $369,231 $372,776 $376,320 $378,865 $365,082 $390,396 $385,710

$16.00 $386,137 $390,280 £393,823 $397,365 $402,679 $407,994 $413.308

$17.00 $404,134 $407.877 $411,420 $414,963 $420,277 $425,591 $430,905

Consistent with the Company’s mission to provide equity investors with exposure to changes in silver prices, our policy is not to hedge the
price of silver.

Pan American mitigates the price risk associated with its base metal production by committing some of its forecasted base metal production under
forward sales and option contracts, as described under “Financial Instruments” in the “Liquidity and Capital Resources” section of this MO&A.

The Board of Directors continually assesses the Company's strategy towards its base metal exposure, depending on market conditions.

Since base metal sales are treated as a by-product credit for purposes of calculating cash costs per ounce of sitver, this nan-gaap measure is highly
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sensitive to base metal prices. The table below illustrates this point by plotting the expected cash cost per ounce according to the 2008 hudget

against various price assumptians for the Company’s two main by-product credits, zing and lead.

Zinc Price:

$1,500 $1,700 $1,900 352,100 52,400 §2.100 $3.000

$1.500 $5.29 $5.10 $4.89 5482 §4.48 $4.22 $3.96

$1,500 $5.29 $5.10 $4.98 $4.02 $4.48 $4.22 5396

Lead §1,700 $5.10 $4.92 $4.80 $4.64 $4.30 $4.04 §3.78
Price: $1,900 $492 $4.74 $462 $4.45 $4n $3.86 $3.60
$2.100 $4.74 $4.56 $4.44 $4.27 $3.93 $367 $342

52.400 £4.47 $4.28 $4.16 $4.00 $3.66 $3.40 $3.15

§$2,700 $4.19 $4.01 $3.89 $3.73 $3.38 §3.13 $2.87

$3.000 $392 $3.74 $362 $3.45 $an $2.86 $260

The Company has fong-term contracts to selt the zinc, lead and copper concentrates produced by the Quiruvilca, Huaron, Marococha, San
Vicente and La Colorada mines. These contracts include provisions for pricing the contained metals, including silver, based on average spot
prices over defined 30-day perieds that may differ from the month in which the concentrate was produced. Under these circumstances, the
Company fixes the price for a portion of the silve; during the month that the silver-bearing concentrates are produced. Please refer to “Financial

Instruments” in the "Liquidity and Capital Resources™ section of this MO&A for a description of open position at December 31, 2007.

Silver doré production from La Colorada and Alama Dorado is refined under long term agreements with fixed refining terms. The refined sitver is sold
in the spot market to various bullion trading banks. The Company has never had any delivery or payment disputes with its customers and management

believes that there is no appreciable delivery or cradit risk resulting from its sales contracts.

The Company maintains trading facilities with several banks for the purposes of transacting the Company's trading activities. None of these

facilities are subject to margin arrangements.

EXCHANGE RATE RISK

Pan American reports its financial statements in JS dollars{"USD"}; however the Company operates in jurisdictions that utilize other currencies.

As a conseguence, the financial results of the Ccmpany's aperations as reported in USD are subject to changes in the value of the USD relative
tolocal currencies. Since the Company's sales are denominated in USD and a portion of the Company's operating costs and capital spending
are in local currencies, the Company is negatively impacted by strengthening local currencies relative to the USD and positively impacted
by the inverse. In order to mitigate this exposure, from time to time the Company has purchased PEN, MXN and Canadian dollars to match
anticipated spending. At December 31, 2007, the Company apen currency forward positions are described under "Financial tnstruments” in

the “Liquidity and Capital Resources” section of this MD&A.

POLITICAL AND COUNTRY RISK

Pan American currently conducts operations in Peru, Mexico, Argentina and Bolivia. All of these jurisdictions are potentially subject to a
number of political and sconomic risks. The Company is not able to determine the impact of these risks on its future financial position or
results of operations and the Company's exploration, development and production activities may be substantiatly affected by factors outside
of Pan American’s control. These potential factors include, but are not limited to: royalty and tax increases or ¢laims by governmental bodies,
expropriation or natienalization, foreign exchange contrals, import and export regulations, cancellation o renegotiation of contracts and

environmental and permitting regulations. The Company currently has no political risk insurance coverage against these risks.
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ENVIRONMENTAL RISKS

Pan American’s activities are subject to extensive laws and regulations governing environmental protection and employee health and safety.
Environmental laws and regulations are complex and have tended to become more stringent over time. Pan American is required to obtain
governmental permits and in some instances provide bonding requirements under federal, state, or provincial air, water quality, and ming
rectamation rules and permits. Although Pan American makes provisions for reclamation costs, it cannqt be assured that these pravisions will

be adequate to discharge its future obligations for thess costs.

Faiture to comply with applicable environmental health and safety laws may resuit in injunctions, damages, suspension or revocation of
permits ang imposition of penaltigs. There can be no assurance that Pan American has been or will be at all times in complete compliance
with such laws, regulations and permits, or that the costs of complying with current and future environmental and health and safety laws and

permits will not materially adversely affect Pan American's business, results of operations or financial condition,

EMPLOYEE RELATIONS

Pan American's business depends on goad relations with its employees. At December 31, 2007 the Company employed approximately 7,300
employees and the employees of mining contractars, of which approximately 600 were represented by unions in Peru and a further 200 by a union in
Bolivia. The Company has experienced short-guration labour strikes and work stoppages in the past and may experience future work stoppages.

CLAIMS AND LEGAL PROCEEDINGS

Pan Amevican is subject to various ctaims and legaf proceedings covering a wide range of matters that arise in the ordinary course of business
activities, including claims relating tu ex-employees. Each of these matters is subject to various uncertainties and it is possible that some of
these matters may be resolved unfavorably to Pan American. The Company carries liability insurance coverage and establishes provisions for
matters that are probable and can be: reasonably estimated. In addition, Pan American may be involved in disputes with other parties in the
futura that may result in litigation, which may result in a material adverse impact on our financial condition, cash flaw and results of operations.

Please refer to Note 16 Commitments and Contingencies of the audited consolidated financial statements for further infarmation.

CORPORATE DEVELOPMENT ACTIVITIES

An element of the Company's business strategy is 10 make selected acquisitions. For example, the Company completed the acquisition
of Corner Bay Silver Inc. in February 2003, the acquisition of Argentum and the Marococha mine in August 2004, and the acquisition fram
Sitver Standatd Resources Inc. in 2036 of that company's 50% interest in the Manantial Espejo project. The Company expects to continue
10 evaluate acquisition opportunities on a regular basis and intends to pursue those opportunities that it believes are in its long-term best
interests. The success of the Company’s acquisitions will depend upon the Company's ability to effectively manage the operations of entities
it acquires and to realize other antic pated benefits. The process of managing acquired businesses may involve unforeseen difficulties and
may require a disproportionate amount of management resources. There can be no assurance that the Company will be able to successfully
manage the operations of businesses it acquires or that the anticipated benefits of its acquisitions will be realized.

CONTROLS AND PROCEDURES

Pan American's management considers the meaning of internal control to be the processes established by management to provide reasonable
assurance about the achievement of -he Company’s objectives regarding operations, reporting and compliance. Internal contret is designed to

address identified risks that threaten any of these objectives.

As of December 31, 2007 the Company carried out an evaluation, under the supervision and with the participation of the Company's

management, including the Company's Chief Executive Officer and Chief Financial Officer, of the effectiveness of the design and operation
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of the Company's disclosure controls and grocedures, Based an that evaluation, the Chief Executive Officer and Chief Financial Officer have
concluded that, as of December 31, 2007, the Company's disclosure cantrols and procedures were effective to give reasonable assurance that
the information required to be disclosed by the Company in reports that it files or submits is (i} recorded, processed, summarized and reported,
within the time periods specified in the Securities and Exchange Commission’s rules and forms, and {ii} accumulated and communicated to
management, including its principal executive and principal financial officers, or persans performing similar functiens, as appropriate to allow

timely decisions regarding required disclosure.

CHANGES IN INTERNAL CONTROLS OVER FINANCIAL REPORTING

There was no change in the Company’s internal control over financial reporting that occerred during the period that has materially affected or

is reasonably likely to materially affect, its internal control over financial reporting.

MANAGEMENT'S REPORYT ON INTERNAL CONTROL OVER FINANCIAL REPORTING

Management of Pan American is responsible for establishing and maintaining adequate system of internal control, including internal controls
over financial reporting. Internal control over nancial reporting is a process designed by, or under the supervision of, the President and
Chiet Executive Officer and the Chief Financiat Officer and effected by the Board of Directors, management and other persornel to provide
reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external purposes in

accordance with Canadian generally accepted accounting principles. It inctudes those policies and procedures that:

1. pertain to the maintenance of records that accurately and fairly reflect, in reasonable detail, the transactions related to the acquisition

and dispositions of Pan American’s assets,

2. provide reasonable assurance that transactions are recorded as necessary to permit preparation of financial statements in accordance
with generally accepted accounting principles, and receipts and expenditures are made only in actordance with authorizations of

management and Pan American's directors, and

3. provide reasonable assurance regarding preveniion ar timely detection of unauthorized acquisition, use, or disposition of Pan American’s

assets that could have a material effect o the financial staiements,

Due to its inherent limitations, internal control over financial reporting may not prevent or detect misstatements on a timely basis. Also,
projections af any evaluation of the effectiveness of internal contro! aver financial reporting to future periods are subject to the risk that the
controls may become inadequate because of changes in conditions, or that the degree of compliance with the policies or procedures may

deteriorate.

Management assessed the effectiveness of Pian American’s internal control over financial reporting as at December 31, 2007, based on
the criteria set forth in Internal Control — Integrated Framework issued by the Committee of Sponsering Organizations of the Treadway
Commission {C0S0). Based on this assessmen!, management believes that, as of December 31, 2007, Pan American’s internal cantral aver
financial reporting is effective. Also, management determined that there were ne material weaknesses in Pan American’s internal control aver

financial reporting as at December 31, 2007,

Management reviewed the results of management's assessment with the Audit Committee of the Company’s Board of Directars. Deloitte &
Touche LLP. independent registered charted accowntants, was engaged, as approved by a vote of the Company's shareholders, to audit and provide
independent apinions on the Company’s consolidated financial statements and the effectiveness of the Company's internal control over financial

reporting as of December 31, 2007. Deloitte & Touche LLP has provided such opinions.
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Mineral Reserves and Resources

As of December 31, 2007

MINERALRESERVES - PROVEN AND PROBABLE

Huyaron

Morococha {B9.4%)

La Colerada

Quiryvilca

Silver Stockpsles (i}
Alamo Dorado

Manantial Espeje [ii)

San Vicente (55%)

TOTALS

Legiiten
Pert

PerL

Merico

Per,

Pert
Merico

Argentina

Bali rig

MINERALRESQUACES - MEASURED ANC INDICATED

Hyaron

Morococha (B9.4%)

La Colorada

Quiryvilca

Atamo Dorado

Manantial Espejo {ii]

San Vicente (95%)

fiaLs

MINERALRESOURCES - INFERRED

Huaron

Marococha [89.4%)
La Colorada
Quiruvilea

Alamo Dorado
Manantial Espejo {ii)
San Vicente (95%)

T07ALS

HISTORICALESTIMATES

Property

Hog Heaven liii}
Hog Heaven (i)
Waterlao {vi)

TOTAL
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{ncsnen
Pen
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Mezico
Per.
Mexico
Argenting

Bolivia

Laginzn
Pery

Pery
Mesico
Peru
Meaico
Argentina
Boliria

Lacztion
Usa
usA
usa
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Tonnes Ag Aq Cant. Al Cu Ph n
Trpe tassiticabon 1.00'%) infm} (3005 ais} In/mi) %! %) 1%)
Vein Proven 5,604 189 34038 N/A 032 158 kR1
Vein Probable 4,007 192 24,798 N/A 0 169 320
Vein/Mantos Praven 4131 188 19,693 N/A 0.34 139 363
Vein/Mantos Probabia 2,540 152 12,427 N/A 034 165 n
Vein Proven 863 an 11,857 043 N/A 110 1.93
Vein Frobable 457 415 6,103 046 N/A .29 .21
Vein Froven 730 15 4106 0.38 093 0.96 322
Vein Probabie 702 149 3,366 035 0.33 1.23 343
Flux Material Frohable 242 297 2,309 N/A N/A N/A N/A
Disseminated Praven 1775 98 5,608 037 N/A N/& N/A
Disseminated Probable 9,444 a4 34,605 0.30 N/A N/A N/A
Vein Proven 1469 151 16,940 2.05 HNiA N/A N/A
Vein Probabla 3m m 21,938 266 NIA N/A N/A
Vein Praven 1,281 369 2061 N/A N/A N/A 403
Vein Probiable 648 453 9,644 N/A N/A N/A 276
40.074 177 227,195
Tannes Ag  AqCant Au Cy Pb In
Y Classifcaunn {T00's) {g/mt)  070.5023) lg/ms) %) 1%} %1
Vein Measured 1.300 161 6,726 N/A 24 2.4 396
Vein tndicated 846 153 4,421 NrA 0.61 2 403
Vein/Mantas Measured 1154 162 5,959 N/A 0.32 131 319
Vein/Manios Indicated 1,385 37 10,552 N/A o 160 336
Vein Maasured 186 312 18N 050 N/A 0.97 1.06
Vein Indicated 928 312 9,337 068 N7A 122 187
Vein Measured 4,246 14 15,556 0.59 1.22 072 2
Vein Indicated 953 164 5.028 0.45 0 56 134 392
Di ted M d 763 84 ati} LK) N/A N/A N/A
Disseminated Indicated 3,610 n 8,241 0.23 MNIA N/A NfA
Yein Measured 1,807 87 5054 0.B6 N/A NfA N/A
Vein Indicated 2,268 94 6415 0.84 N/A NfA N/A
Vein Measured 509 93 1,520 N/A NIA NrA 1.84
Vein Indicated 518 253 4,381 N/A N/A N/A 19
<0014 132 36,312
Tennes Aq  AgCont. Au Cu Pt In
Ivge Classification [200%) fgAnty (0205 ooa) {g/mi} %) {%) %)
Vein Inferred 3939 77 22,467 N/A 0.26 1.7 2499
Vein/Mantos Inferred 6,342 [E] 30.788 N/A 033 1.3 KEL)
Vein Inferred 1828 307 18,052 057 N/A 187 204
Vein Inferred 2472 115 10,761 0.64 0a7 1M 288
Disseminated Inferred 518 il L6 0.39 N/A N/A N/A
Vein Infesred 2573 167 B.679 1.04 N/A N/A NiA
Vein Inferred €90 325 1225 N/A N/A N/A 2862
18.1n 159 99,268
Tonnes Ag  AgCont. Ay Cu Pb In
Unclassified {6O0's) {a/mt)  (600.s 015 lg/mt) %) %} %)
Historicatfiiiilivk 2,705 167 14,550 0.62 N/A Nf& N/A
Historicalfiiillv) ~ 7.639 113 32,730 [:R11} NfA N/A N/A
Histosical 33,798 93 100,937 NIA N/A N/A N/A
Histancal 43,102 5] 148.217
15
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NOTES:
Mineral Resarves and Resources are as definod by Canadian Institute of Mining Guidelings
Mineral resources do not have demonstrated ec:enomic viability.

This table illustrates Pan American Silver Corp.’s share of minaral resarves and resources. Praperties in which Pan American Silver hasiess

than 100% interest are noted next to the property name,

Mineral resource and reserve estimates for Huaron, Quiruvilca, San Vicents, La Colorada, Manantial Espejo. Alamo Dorado and Marococha were prepared
under the supervision of or were reviewed by Michael Steinmann, P.Geo., Senior Vice President Geology & Exploration and Martin G. Watforn, PEng., Vice
President Mine Engineering as Qualified Persons as that Lerm is defined in National instrument 43-101, Standards of Disclosure for Mineral Projects ("NI 43-
1017}, Reserve/resource estimates for Silver Stockpiles were prepared in previous years by cther Qualified Persons, and are adjusted for 2007 production

where applicabie™. Mineral resource estimates for Fog Heaven and Waterlop basad on histarical third party estimates.
i 2006 mineral reserve and resource estimates less 2007 production

Metal Prices Usad for all Mines {except Manantial Espejo):
Ag:$11.00/0z, Au: $625/0z, Ph:$1,600/Tonne, Cu: $6,000/Tonne, Zn:$2,100/Tonne

{ii)  Mezal Prices Used for Mananlial Espejo;
Ag:$9.00/0z, Au:$525/0z, Pb: $1,000/Tonne, Cu: $5,000/Tonne, Zn: $2,100/Tonne

tiri)  The historical estimate for Hog Heaven was calculated by Gregory Hahn, Chief Geological Engineer for CoCa Mines Inc., a previous owner of the property,
in a report titled “Hog Heaven Project Oplimization Study™ dated May 1989, prior to imptementation of NI 43-10t. The histesical estimate was based on
extensive diamand drilling, and was calculated using a silver price of $6.50 per ounce and a gold price of $400 per ounce {these were relevant prices at the
time of the calculation). Michaet Steinmann, P.Geo., (P far the Company, has reviewed the available data, including drill sections, surface maps, and additional
supporting information soucces, and believes that the historic calculation was conducted in a professional and competent manner and is relevant for the

purposes of the Company’s decision ta maintain its interest in this property. [n the study, the historic estimata was sub-categorized as follows:

Category Tons az/ton Ag nz/ton Au
Proven reserves 2,981,690 488 0.018
Probable & possible reserves 904,200 10.40 0.020
Heap leach ore 316,100 1,56 0.014
Passible resources 4,500,000 241 0.020
[nterred resources 2,700,000 444 0022

However, the Company has not completed the work necessary to verify the historical estimate. Accardingly, the Company is not treating the
historical estimata as NI 43-101 compliant categories of mineral resources based on information prepared by or under the supervision of a QP.

These histarical estimates should not be refied upon.

tw]  The Company believes that the historical estimate category of “proven reserves” (or Hog Heaven most closely corresponds o 2,705,000 tonnes in the NI

43-101 category of "indicated resources”.

tv)  The Company believes that the historical estimate categories of “proven & possible reserves”, “heap feach ore stockpile”, “possible resources™ and

“inferred resources” most closely correspond to 7,639,000 tonnes in the NI 43-101 category ol "inferred resources.”




vil  The historical estimate for Waterloo was initially calculated by Asarco Ine. in 1968. In September 1994 Robert J. Rodger, PEng., reviewed the Asarco
reposts and prepared a Technical Evatuation Report on the Waterloo property, prior to the implementation of NI 43-10). The Technical Evatuation Report
confirmed that the historical estimate was based on reverse circulation drilling and underground sanmpling, and concluded the estimate was based on sound
mathodotogy. The historical estimate at \Waterloo was calculated using a sitver price of $5.00 per ounce {the relevant price at the time of the calculation).
Michael Steinmann, P.Geo., QP for the Company, has reviewed the Technical Evaluation Report and believes the historic caloulation was conducted
in a professional and compatent manner and is relevant for purposes of the Company’s decision to maintain its interest in the property. The Company
believes that the historical estimate category of 37,235,000 tons {at 2.71 ounces per ton silver) of "measured and indicated reserves”™ mast closely

correspond 1o 33,758,000 tonnes in tha NI 43-101 caiegary of “indicated resource.”

However, the Company has not completed the wark necessary to verify the historical estimate. Accordingly, the Company is not treating the
histarical estimate as N! 43-101 compliant categories of mineral resources based on information.prepared by or under the supervision of a QF,
These historical estimates shauld not be relied upon.

CAUTIONARY NOTE REGARDING FORWARD-LOOKING STATEMENTS

THISMDBRA CONTAINS “FORWARD-LOOK ING INFORMATION" WITHIN THE MEANING OF THEUNITEO STATES “PRIVATE SECURITIES UTIGATION REFORM ACT”
OF 1995 AND APPLICABLE CANADIAN SZCURITIES LEGISLATION. STATEMENTS CONTAINING FORWARD-LOOKING INFORMATION EXPRESS, AS AT THE
DATE OF THISMD&A, THE COMPANY'S PLANS, ESTIMATES, FORECASTS, PROJECTIONS, EXPECTATIONS, OR BELIEFS AS TOFUTURE EVENTS OR RESULTS
AND THE COMPANY DOES NOT INTENC. AND DOES NOT ASSUME ANY OBLIGATION TO, UPDATE SUCH STATEMENTS CONTAINING THE FORWARD-
LOOKING INFORMATION. GENERALLY, FORWARD-LOOKING INFORMATION CAN BE !DENTIFIED BY THE USE OF FORWARD-LOOKING TERMINOLOGY SUCH
AS"PLANS", "PROJECTS™ OR "PROJECTED", "EXPECTS™ OR "BOES NOTEXPECT™, IS EXPECTED™, "ESTIMATES", "FORECASTS", "SCHEDULED™, "INTENDS",
"ANTICIPATES" OR "DOES NOT ANTICIPATE", OR “BELIEVES”, OR VARIAT!ONS OF SUCH WORDS AND PHRASES, DR STATEMENTS THAT CERTAIN ACTIONS,
EVENTS OR RESULTS “MAY", “CAN", “COULD", “WOULD", “MIGHT" OR “WILL BE TAKEN", "OCCUR" OR "BE ACHIEVED", STATEMENTS CONTAINING
FORWARD-LOOKING INFORMATION INCL.UDE, BUT ARE NOT LIMITED 70, STATEMENTS WITH RESPECT TG TIMING AND BUDGET OF CONSTRUCTION
ACTIVITIES AT MANANTIAL ESPEJO, THE EXPECTED RESULTS FROM EXPLORATION ACTIVITIES, THE ECONOMIC VIABILITY GF THE DEVELOPMENT OF
NEWLY DISCOVERED ORE BODIES, THE ESTIMATION OF MINERAL RESERVES AND RESOUACES, FUTURE PRODUCTION LEVELS, EXPECTATIONS REGARDING
MINE PROBUCTION COSTS, THE REQUIREMENTS FOR ADDITIONAL CAPITAL, THE RESULTS OF DRILLING, AND PAN AMERICAN SILVER'S COMMITMENT
T0. AND PLANS FOR DEVELOPING, NEWLY DISCOVERED AND EXISTING MINERALIZED STRUCTURES,

STATEMENTS CONTAINING FORWARD-L JOKING INFORMATION INVOLVE KNOWN AND UNKNOWN RISKS, UNCERTAINTIES AND OTHER FACTORS THAT
MAY CAUSE THE ACTUAL RESULTS, LEVEL OF ACTIVITY, PERFORMANCE OR ACHIEVEMENTS OF PAN AMERICAN SILVER AND ITS OPERATIONS T0 BE
MATERIALLY DIFFERENT FROM THOSE EXPRESSED OR IMPLIED BY SUCH STATEMENTS. SUCH FACTORS INCLUDE, AMONG OTHERS, RISKS RELATED
TO TECHNOLOGICAL AND OPERATIONAL NATURE OF THE COMPANY'S BUSINESS, CHANGES IN LOCAL GOVERNMENT LEGISLATION, TAXATION OR THE
POLITICAL OR ECONGMIC ENVIRONMENT, THE ACTUAL RESULTS OF CURRENT EXPLORATION ACTIVITIES, CONCLUSIONS OF ECONOMIC EVALUATIONS,
CHANGES IN PROJECT PARAMETERS T1) DEAL WITH UNANTICIPATED ECONOMIC FACTORS, FUTURE PRICES OF SILVER, GOLD AND BASE METALS,
INCREASED COMPETITION IN THE MININ'3 INDUSTRY FOR PROPERTIES, EQUIPMENT, QUALIFIEQ PERSONNEL, AND THEIR RISING COSTS, UNFREDICTABLE
RISKS AND HAZARDS RELATING TO THE OPERATION AND DEVELGPMENT OF OUR MINES OR PROPERTIES, THE SPECULATIVE MATURE OF EXPLORATION
AND DEVELOPMENT, AS WELL AS THOSE FACTORS DESCRIBED IN THE SECTION "RISK RELATED TO PAN AMERICAN'S BUSINESS™ CONTAINED IN THE
COMPANY'S MOST RECENT FORM 40F/ANNUAL INFORMATION FORM FILED WITH THE SEC AND CANADIAN PROVINCIAL SECURITIES REGULATORY
AUTHORITIES. ALTHOUGH THE COMPAMY HAS ATTEMPTED TQ IDENTIFY IMPORTANT FACTORS THAT COULD CAUSE ACTUAL RESULTS TO DIFFER
MATERIALLY FROM THOSE CONTAINED I FORWARD-LOOKING STATEMENTS, THERE MAY BE GTHER FACTORS THAT CAUSE RESULTS TO BE MATERIALLY
DIFFERENT FROM THOSE ANTICIPATED, JESCRIBED, ESTUMATED, ASSESSED OR INTENDED. THERE CAN BE NO ASSURANCE THAT ANY STATEMENTS
CONTAINING FORWARD-LQOXING INFORMATION WILL PROVE TQ BE ACCURATE AS ACTUAL RESULTS AND FUTURE EVENTS COULD DIFFER MATERIALLY
FROM THOSE ANTICIPATED IN SUCH STATEMENTS. ACCORDINGLY, READERS SHOUED NOT PLACE UNDUE RELIANCE ON STATEMENTS CONTAINING
FORWARD-LOOKING INFORMATION.
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MANAGEMENT'S RESPONSIBILITY FOR FINANCIAL REPORTING

The accompanying Consolidated Financial Statements of Pan American Silver Corp. were prepared by management, which is responsible
for the integrity and faimess of the information presented, including the many amounts that must of necessity be based on estimates and
judgments. These Consolidated Financial Statements were prepared in accordance with Canadian generally accepted accounting principles
|Canadian GAAP). Financial information appearinj throughout our management’s discussian and analysis is congistent with these Consolidated

Financial Statements.

tn discharging our responsibility for the integrity and fairness of the consolidated financial statements and for the accounting systems from
which they are derived, we maintain the necessary system of internal controls designed to ensure that transactions are authorized, assets are
safeguarded and proper records are maintained. These controls include quality standards in hiring employees, policies and procedure manuals,

a corporate code of conduct and accountability for performance within appropriate and well-defined areas of responsibility.

The Board of Directors oversees management’s responsibilities for financial reparting through an Audit Committee, which is composed entirely
of directors who are neither of ficers nor employees of Pan American Sitver Corp. This Committee reviews our consolidated financial statements
and recommends them ta the Board for approval. Other key responsibilities of the Audit Committee include reviewing our existing internal

control procedures and planned revisions to those procedures, and advising the directors on auditing matters and financial reporting issues.

Deloitte & Touche LLP. Independent Registered Chartered Accountants appeinted by the shareholders of Pan American Silver Corp. upon the
recommendation of the Audit Committee and Board, have performed an independent audit of the Cansolidated Financial Statements and their

report follows. The auditors have full and unrestricted access to the Audit Committee to discuss their audit and related findings.

P B .

Geoff Burns A. Robart Doyle

President and Chiaf Executive Officer Chief Financial Officer

March 20, 2008

1500 = 625 HOWE STREET, VANCOUVER. BC CANADA VoC 2Toe +» TEL 004.684.1175 ¢ FAX 60d.083.0047F
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Tel: 604-669-4466
Fax: 604-685-0395
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REPORT OF INDEPENDENT REGISTERED CHARTERED ACCOUNTANTS

To the Board of Directors and Shareholders of Pan American Silver Corp.

We have audited the internal control over financial reporting of Pan American Silver Corp. and subsidiaries (the "Company”} as of December
31, 2007, based on the criteria established in intemal Control—Integrated Framework issued by the Committee of Sponsoring Organizations of
the Treadway Commission. The Company's management is responsible for maintaining effective internal control over financial reporting and
for its assessment of the eifectiveness of internal control over financial reporting, included in the accompanying Management’s Report on
Internal Control over Financiat Reparting. Qur responsibility is to express an opinion on the Company's internal control over financial reperting

based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board (United States). Those standards
require that wa plan and perfarm the audit to obtain reasonable assurance about whether effective internal control over financial reporting
was maintained in all material respects. Our audit included obtaining an understanding of internal control over financial reparting, assessing
the risk that a material weakness erists, testing and evaluating the design and operating effectiveness of internal control based on the
assessed risk. and perferming such other procedures as we considered necessary in the circumstances, We believe that our audit provides a

reasonable basis for our cpinion.

A company’s internal contral over finzncial reporting is a process designed by, or under the supervision of, the company’s principal executive
and principal financial officess, or persons performing similar functions, and effected by the company’s board of directors, management, and
other personnel to provide reasonatl? assurance regarding the refiability et financial reporting and the preparation of financial statements
for external purpeses in accordance with generally accepted accounting principles. A company’s internal control over financial reporting
includes those policies and procedures that (1) pertain to the maintenance of records that, in reasonable detail, accurately and fairly reflect the
transactions and dispositions of the assets of the company; {2) provide reasonable assurance that transactions are recorded as necessary to
permit preparation of financial statements in accordance with generally accepted accounting principles, and that receipts and expenditures of
the company are being made only in a;cordance with authorizations of management and directors of the campany; and {3} provide reasonable
assurance regarding prevention or timely detection of unautharized acquisition, use, or disposition of the company’s assets that could have a

matenial effect on the financial statements,

Because of the inherent imitations of internal contrat over financial reporting, including the possibility of collusion or improper management
override of contrats, material misstatements due o esror or fraud may not be prevented or detecied on a timely basis. Also, projections of any
gvaluation of the effectiveness of the internal contral aver financial reporting to future periods are subject te the risk that the controls may

become inadequate because of changes in canditions, or that the degree of compliance with the policies or procedures may deteriorate,
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In our opinion, the Company maintained, in all material respects, effective internal control over financial reporting as of December 31, 2007,
based on the criteria established in intemal Control — Integrated Framework issued by the Committee of Spansaring Organizations of the

Treadway Commission.

We have also audited, in accordance with Canadian generally accepted auditing standards and the standards of the Public Company Accounting
Oversight Board {United States), the consolidated financial statements as of and for the year ended December 31, 2007 of the Company
and our repart dated March 20, 2008 expressec an unqualified opinion en those financial statements and included a separate report titled
Comments by Independent Registered Chartered Accountants on Canada-United States of America Reporting Difference referring to changes

in accounting principles.

bt‘»‘\ *L o Tuuoli(, LLp

Independent Registered Chartered Accountants

Vancouver, Canada

March 20. 2008
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REPORT OF INDEPENDENT REGISTERED CHARTERED ACCOUNTANTS

Ta the Board of Directors and Shareholders of Pan American Silver Corp.

We have audited the accompanying cansalidated balance sheets of Pan American Sitver Corp. and subsidiaries (the “Company”}as at December
2007 and 2006, and the related consolidated statements of aperations, comprehensive income, shareholders’ equity and cash flows for each
of the three years in the period ended December 31, 2007. These financial statements are the responsibility of the Company’s management.

Qur responsibility is to express an opinion on these financial statements based on our avdits.

With respect to the consolidated financial statements for the years ended December 31, 2007 and 2006, we conducted our audits in accordance
with Canadian generally accepted auditing standards and the standards of the Pubtic Company Accounting Oversight Board [United States).
With respect to the consolidated financial statements for the year ended December 31, 2005, we condutted our audit in accosdance with
Canadian generally accepted auditing standards. These standards require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material misstatement. An auditincludes examining, on a test basis, evidence supporting
the amounts and disclosures in the financial statements, An audit also includes assessing the accounting principles used and significant
estimates made by management, as well as evaluating the overall financial statement presentation, We believe that our audits provide a

teasonable basis for our opinion,

In our opinion, these consalidated financial statements present fairly, in all material respects, the financial position of Pan American Silver
Corp. and subsidiaries as at Decembar 31, 2007 and 2006, and the results of their operations and their cash flows for each of the three years

in the period ended December 31, 2007 in accordance with Canadian generally accepted accounting principles.

We have also audited, in accordance with the standards of the Public Company Accounting Oversight Board (United States), the Company’s
internal controf over financial reporting as of December 31, 2007, based on the criteria established in fntemal Control — Integrated Framework
issued by the Committes of Sponsoring Grganizations of the Treadway Commission and our report dated March 20, 2008 expressed an

unqualifted opinion an the Company’s internal contral over financial reporting.

Dl de o Twohe LLp

tndependent Registered Chartered Accountants
Vancouver, Canada
March 20, 2008
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COMMENTS BY INDEPENDENT REGISTERED CHARTERED ACCOUNTANTS ON
CANADA-UNITED STATES OF AMERICA REPORTING DIFFERENCE

The standards of the Public Company Accounting Oversight Board (United States} require the addition of an explanatory paragraph (following
the opinion paragraph) when there are changes in accounting principles that have a material effect on the comparability of the Company's
financial siatements, such as the changes described in Note 2{c) 1o the consolidated financial statements. Qurreport to the Board of Directors
and Shareholders, dated March 20, 2008. is expressed in accordance with Canadian reporting standards which do not require a reference o
such changes in accounting principles in the auditors’ report when the changes are properly accounted for and adequately disclosed in the

financial statements.

Dloi b o Toche LLp

Independent Registered Chartered Accountants
Vancouver, Canada
March 20, 2008




Pan Amarican Silver Corp.

Cansolidated Balance Sheets
As at December 31
{In thousands of U.S. dollars)

2007 2006
Asseats
Current
Cash N 51,915 H 80,347
Shert-term investments 55,460 91,601
Accounts receivable, net of $Nil provisior for doubtful accounts {2006- SNil) 68,600 65,911
Inventories {Note 5} 51,737 22.216
Unrealized gain on commodity and foreign currency contracts 5,502 186
Future income 1axes {Note 18) 8,388 6,670
Prepaid axpenses 3.376 3.106
Total Current Assets 244 918 270,097
Mineral property, plant and equipment, net [Note B} 500,284 405,137
Future income taxes [Note 18} - 500
Other assets {Note 7) 17,701 4,261
Tatal Assets § 762,903 $ 679,945
Liahilities
Current
Accounts payahle and accrued liahilities | Note 8) $ 53.736 5 40,095
Taxes payable 1,773 23,187
Unrealized loss on commadity contracts 27 -
C1her current liabilities 3,047 2,159
Totat Current Liabilities 58,583 65.481
Provision for assat retirement obligation and reclamation [Note 9) 50,370 44,309
Future income taxas (Note 17} 48,698 48,499
Other fiabilities and provisions 193
Total Liabilitios 151,800 158,289
Non-controlling interests 5,486 9,630
Shareholders’ Equity
Share capital (autharized: 200,000,000 comman shares of no par value) {Note 12) 592.402 564,769
Contributed surplus 14.233 14,485
Accumulated other comprehensive toss (Nota 10) {8,650) -
Retained earnings [deficit} 1,632 (87,228}
12,018} (87.228)
Total Sharsholders’ Equity 549,617 512,026
Total Liabilities, non-controlling interests and Shareholders’ Equity $ 752903 $ 679995
APPROVED BY THE BOARD
Rass J. Beaty, Director Geoff A, Burns, Director

See accompanying notes ta conseldated financial $tatements
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Consolidated Statements of Operations

For the years ended December 31, 2007, 2006 and 2005
{in thousands of U.S. Dollars, except for per share amounts)

2007 2006 2005
Sales $ 30,054 H 295,447 § 122,401
Cast of sales 167,797 124,608 47648
Depreciation and amortization 28,992 17,520 13,095
Mine operating eamings 104,215 13319 21.658
General and admintsirative 9.522 9172 6.936
Exploration and project develapment 3,362 8.040 3697
Assel retirement and reclamation 2,860 2,457 2,329
Write-down of mining assets 29,666
Operating earnings {{oss) 88,53 93650 120.97Q)
Investment and other income 53N 6,562 2,239
Forewgn exchange gain [loss) 928 {799 (236)
Interest and fnancing expenses 1660) 573) (494)
Other income and expenses (370} 1523) 646
Ner gains and (Iosses} on commedity and currency contracts 5,345 118.328) {8.196)
Gain on sale of assets 12,425 7.483 2,556
Net earnings (fass) before non-contralling inlerest and taxes 11,570 87,457 [24,455)
Non-controlling interest 13,105} 13,177} (854}
Income tax provision {Note 17) 119,605} {25,484} 13,285)
Netingcoma {10ss) for the year H 88,860 $ 59,206 § (28.594)
Altributabte to common sharehalders:
Net incoma (loss) tor the year H 28,860 $ 58,206 $ 128,594)
Accretion of convertible debentures 1an h2y)
Net income (loss} for the year attributable to common sharetolders s 88,869 H 58,159 $128.723)
Earnings {loss) per share {Nate 12}
Basic incame {loss} pers share 1.16 H 0.79 5 (043
Diluted income {less) per share $ 112 $ 0.78 3 (04
Weighted average shares autstanding:
Basic 76,453 73,629 67,042
Diluzed 19,114 76,152 67,042

Consolidated Statements of Camprehensive Income

{in thousands of 1).S. dollars)

See accampanying notes 0 consalidated financial statements

Year anded
Dacember 31, 2007

Comprehensive income
Netincome lor the year $ 88.360
Unrealized loss an avaifable for sale securities 18,803)
Comprehensive income 3 80,057

See accompanying notes 10 consalidated financial statements
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Consolidated Statements of Shareholders’ Equity

For the years ended December 31, 2007, 2006, 2005
{in thousands of U.S. datlars, except for nurabers of shares)

Accumulated

Othe

Comman Shaies Comprehensive Rarained

Lanvainible Contntted {nvome Earnings/
States Amaun Tehenturns Sutptus iLossi {Dencit Tatal
Balance, December 31, 2004 66,035,378  § 380.51 H 633 $ 10976 - . § (16,664}  § 275516
issued on the exercise of stock aptions £93.933 7.751 . {1,403) - - 6,348
Issued on the exescise of share purchase warrants 1,320 18 - L] - - 13
Stock-based compensation on options granied - - - 1,460 - - 1,460
Warrants 1ssued 10 setile obligation - - - 2,100 - - 2,100
Actretian of convertible dabentures - - 129 - - 1129} -
Qther - - - i - - {11
Issued as compensation 34272 490 . - - - 480
Net loss for the year - - - - - {28.594) (28,594}
Balance, December 31, 2005 67,564,903  § 388,830 $ 762 I ERIY) $ . s naslan § 5131
Issued on tha exercise of siock options 115358 44317 . (1,120} - - 3,357
Issued on the exercise of shara purchase warrants 23970 30 . (96} - - 254
Issued on the canversian of convertible deb :ntures 11557 881 {793) - - - [2h:]
Issued as compensation 2621 559 - 0 - - 629
Issued to acquwe mineral interosts 1,950,000 47,30 B . - - 47,381
Issued lor cash, net of issug costs 6,281,407 142,331 - - - - 142,31

Accrelion of convertible debentures - - 47 - - 47
Stock-based compensatian on oplions granted - - . 2,474 - - 2,474
Repurchase converuble debentures - - {16) - - - (16}
Net income or the year - - - - - 58.208 58,206
Balance, December 31, 2006 78,195.426  § 984,769 $ - $ 12485 H - $ (87228} § 512.026
Issued on the exercise of stock options 403,297 6,332 - 11,502} - . 4,830
Issued on the exercise of share purchase wénrants 30,105 406 - {10} - - 336
Issued as compensation 33,823 855 - 895
Stack-based compensatan on options grantad - - - 1,320 - - 1,320

Cumulative imgaet of accounting changes relating

ta short term invesiments - - - - 153 - 153
Other comprahensive loss - - - - {8,803) - (8,803}
Net income for the year . . - . - 88,860 88,860
Balance, Dacember 31, 2007 76,662,651 §592.402 § - $ 14233 $1{8,650) § 1632 5599617

$Sep actompanying notes to consolidated financial statements
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Cansolidated Statement of Cash Flows
{in thousands of U.S. dollars)

2007 2006 2005
Cperating activitigs b
Netincome(lossh for the year S 88,860 $ 058,206 $128.594)
Reclamation expenditures {167) 1,172} [1.5281
Items not affecting cash;
Degpreciation and amortization 28,992 17520 13.095
Future income 1axes {1,448) (3.343) {816)
Asset tetirement and reclamation accretien 1,880 2,457 2.329
Non-controlling interest 3.105 um fs4
Write-down of mining assots - - 19,666
Stack-based compensation 2,052 2,943 1,950
Unrealized gain on commaodity and currancy contracts 15,29¢0) 14,125) 1263)
Gain cn sale ol assets 12,435} {7.481) {2.556)
Changes in non-cash operating working capital (Note 13} {38,578} {2,881} 13.369)
Cash generated by operations 67,361 66,899 10,763
Invesling activilies
Mining property, plant and equipment expendiiures (112,170} [96,233) 59.638)
Acquisition of not assots of subsidiary, net of cash (Note 3) 16,245} (168) -
Pracaeds from sale of assets 10,267 2,000 50
Proceeds fromf{gurchase ol) shost-term investments 24,931 (65,570} 44,100
Purchase of other assats {1,214 766}
Cash usad in investing activities 199,489) [160,737) (15,488}
Financing activities
Procends from issuarce of comman shares 5,164 153611 8,361
Share issue cosis . (7.669) -
Dividends paid by subsidiaries 10 non-contralling interasts 12,347) . -
Contishubions received/recaipts (payments) ef debt 879 {48) (630}
Cash generated by financing activities 1,696 145,894 5,671
{Dacrease}increase in cash during tha year {28,432) 51,056 946
Cash, beginning of year 30,347 29,291 28,325
Cash, and of yesr § 51,915 § 80347 $ 29
Supplemental Cash Flow Information {Nota 14)
Interes: paid s - H 48 $ 3B
Taxes paid S 44375 $ 7946 § 5249

Soe accompanying notes 1o consclidated financial statements
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
1. Nature of Dperations

Pan American Sitver Corp and its subsidiary companies {collectively, the "Company™, or “Pan American™} are engaged in silver mining and
related activities, including exploration, extraction, processing, refining and reclamation. The Company’s primary product {silver] is produced
in Peru, Mexico and Belivia. The Company has current project development activities in Argentina, Mexico and Bolivia, and explosation

activities throughout South America and Mexico.

2. Summary of Significant Accounting Policies

a) Basis of Presentation: The Company's consolidated financial statements include the accounts of the Company and its majority-owned
subsidiaries. The United States dollar is the principal currency of measure in all the Company’s operations. The Company prepares and files
its consolidated financial statements in accordance with accounting principles generally accepted {GAAP) in Canada. Significant differences

from United States generally acceptad accounting principles are discussed in Note 20,

b} Principles of Consalidation; The consolidated financial statements include the wholly-owned and partially-owned subsidiaries of the

Company, the most significant of which are presented in the following table:

Dwnership Operatians and Bevelopment
Subsidiary Location intergst Staius Projects Owaed
Pan American Silver 5.A, Mina Quiruvilca Pery 99.5% Cansolidated Huason Mine/Quiruvilca Mine
Compafia Mingra Argentum S.A, Peiu 89.4% Consolidated Morgcacha Mine
Minera Corner Bay §.A. Mexico 100% Cansolidated Alamo Dorado Mine
Flata Panamernicana S.A. de L V. Mexico 100% Consolidated La Celorada Mine
Compaiia Minera (rilon 5.4, Argentina 100% Consolidated Manantial Espejo Prajact
Compaiia Minera PAS {Bolivia) S.A. Bolivia 95%4{1} Consolidated San Vicente Mine
{1} The Company atquired an addizional 40% interast in Compaha Minara PAS [Bolivial 5.4, in May 2007,

Inter-company balances and transactions have been eliminated in consolidation.

¢} Significant Changes in Accounting Policy: On January 1, 2007, the Company retroactively adopted, without restatement of prior
periods, the recommendations incluced in the following Secticns of the Canadian Institute of Chartered Accountants ("CICA™) Handbook:
Section 1530, “Comprehensive Income”, Section 3855, “Financial Instruments — Recognition and Measurement”, Section 3865, “Hedges”,
Section 3861, “Financial Instruments -- Disclosure and Presentation”, Section 3251, "Equity”, and Section 1506, "Changes in Accounting Policies

and Estimates and Errors”,

Section 1530, "Comprehensiva Incomg™, requires the presentation of comprehensive income and its components in a new financial statement,
Comprehensive income is the chargs ir the net assets of a company arising from transactions, events and circumstances not related to shareholders.

Section 3251, “Fquity”, estahlishes standards for the presentation of equity and changes in equity during the reparting period.

Section 3859, " Financial Instrurm.ents — Recognition and Measurement”. On January 1, 2007 the Company adopted CICA Standard 3855,
which establishes siandards for reccgnizing and measuring financial assets, financial liabilities, and non-financial derivatives. Under CICA
3855, all financial assets must be classified as either held-tor-trading, available-tor-sale, held-to-maturity investments or loans and receivables,
All financial liabilities must be classiied as hefd-for-trading or other financial liabitities. Al financial instruments, including derivatives, are
included on the Censolidated Balance: Sheets and are measured at fair value, except for held-to-maturity investments, loans and receivables,
and other financial liabilities, which are measured at amortized cost. Subseguent measurements and recognition of changes in fair value
depend on the instrument’s initial classification. Held-for-trading financial instruments are measured at fair value, and all gains and losses are

included in net income {loss) in the period in which they arise, Available- for-sale financial instruments are measured at fair value, determined
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by published market prices in an active market, except for investments in equity instruments that do not have quoted market prices in an active
market which are measured at cost. Changes ir. fair value are recorded in other comprehensive income (loss) until the assets are removed
from the balance sheet. Investments classified as available-for-sale are written down to fair value through income whenever it is necessary
to reflect other-than-temporary impairment. Realized gains and losses on the disposal of available-for-sale securities are recognized in other
gains and losses. Also, transaction costs related to alf financial assets and liabilities are added to the acquisition or issue cost, unless the

financial instrument is classified as hetd-for-trading, in which case the transaction costs are recognized immediately in net income {loss).

CICA Section 3855 also requires financial and non-financial derivative instruments o be measured at fair value and recorded as either
assets or liabilities. Certain derivatives embedded in non-derivative contracts must also be measured at fair value. Any changes in the fair
value of recognized derivatives are incleded in net income {loss) for the period in which they arise, unless specific hedge accounting criteria
are met, as defined in CICA Section 3B65. The same accounting treatment applied to these non-financial derivative contracts prior to the
adaption of CICA Section 3855, Fair values for the Company’s recognized commadity-based derivatives are based on the forward prices of the

associated market index,
The Company has made the following classifications:

e Short-term and other investments including cebt and equity securities are classified as "Avatlable for sale securities”. Changes in the market

value of the securities are recorded as other comprehensive income. At December 31, 2007, the recorded amount approximates fair value.

»  Accounts receivable and long term receivables are classified as “Loans and Receivables™. Theyare recorded upon their initial measurement
at fair value, which is equal to their cost. Subsequent measurements are recorded at amortized cost using the effective interest method.

At December 31, 2007, the recorded amount approximates fair value.

e Accounts payable and accrued liabilities are classified as “Qther financial liabilities™. They are initially measured at their fair value.
Subsequent measurements are recorded at amortized cost using the effective interest method. At December 31, 2007, the recorded

amount approximates fair value,

*  Transaction costs directly attributable to the acquisition or issue of a financial asset or financial liability are included inthe carrying amount of the

financial asset or financial liability, and are amortized to income using the effective interest rate method.

Section 3865, “Hedges”, sets out standaids specifying when and how an entity can use hedge accounting. It offers entities the
possihility of applying difterent reporting options than those set out in Section 3855, “Financial Instruments —~ Recognition and Measurement”,

to qualifying transactions that they elect to designate as hedges for accounting purposes.

The Company enters into forward exchanje contracts in the normal course of its operations. As a result, based on Section 3855,
" Financial Instruments — Recognition and Measurement”, these derivatives are measured at fair value at the end of each period and the gains or
losses resulting from remeasurement are fecognized in net income as gains or losses on commodity or foreign currency cantracts. Theimpact

of adoption is presented in note 10,

Section 1506 “Changes in Accounting policies and Estimates, and Errars™. On January 1, 2007, the Company adopted new accaunting
standards as prescribed by CICA Section 1506, "Changes in Accounting Policies and Estimates, and Errors”, which provides that an entity is
permitted ta change accounting policies only when it is required by a primary source of GAAP, or when the change reslts in a reliable and

more relevant presentation in the financial statements. This new standard applies to fiscal years beginning on or after January 1, 2007.

d} Use of Estimates: The preparation of financial statements in conformity with accounting principles generally accepted in Canada
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requires the Company’s managemen- 1o make estimates and assumptions that affect the reported amounts of assets and liabilities, the
disclosure of contingent assets and habilities at the date of the financial statements and the reported amounts of revenues and expenses
during the reporting period. Actual results could differ fram those estimates. The most significant estimates are: quantities of pioven and
probable silver reserves; the value ¢f mineralized material beyond proven and probable reserves; future costs and expenses 10 produce
proven and probable reserves; future commodity prices and foreign currency exchange rates; the future cost of asset retirement obligations:
amounts of contingencies: and the fa.r value of acquired assets and liabilities including pre-acquisition contingencies. Significant items that
require estimates as the basis for determining the stated amounts include inventories, trade accounts receivable, mineral property plant
and equipment, investments in non-producing properties, revenue recognition, stock based compensation, unrealized gains and [osses on
commodity and foreign curzency contracts, provisions for asset retirement obligation and reclamation, fair value of assets and liabilities

acquired in a business combination, taxes and contingencies.

el Revenue Recognition: Revenue is recognized upon delivery when title and risk of ownership of metals or metal bearing concentrate
passes to the buyer and when coflection is reasonably assured, The passing of title to the customer is based on the terms of the sales contract.
Product pricing is determined at the point revenue is recognized by referenca to active and freely traded commodity markets.

Under the Company’s concentrate sales cantracts with third-party smelters, final commodity prices are set on a specified quotational
period, typically ranging from one muonth prior to shipment, and can extend to three months after the shipment arrives at the smelter and
is based on average market metal prices. Revenues are recorded under these contracts at the time title passes 1o the buyer based on the
expected settlement period. The cantracts, in general, provide for a provisional payment based upon provisional assays and quoted metal
prices. Final settlement is based on the average applicable price for a specified future period, and generally occurs from three to six months
after shipment. Variations between the price recorded at the shipment date and the actual fnal price set under the smelting contracts are
caused by changes in metal prices. Adjustments to revenue for metal prices are recorded monthly and other adjustments are recorded in final

settlement. Refining and treatment charges are netted against revenue for sales of metal concentrate.

f)  Derivatives and Trading Activities: The Company employs metals and currency contracts, including farward contracts to manage
exposure to fluctuations in metal prices and toreign currency exchange rates. For metals praduction, these contracts are intended to reduce
the risk of faling prices on the Company’s future sales, Foreign currency derivative financial instruments, such as forward contracts are used
10 manage the effects of exchange rate changes on foreign currency cost exposures. Changes in the fair value of derivative instruments are
reported in income or Accumulate other comprehensive income {“AQCI"), depending on the use of the derivative and whether it qualifies for
hedge accounting treatment under the provisions of CICA 3865, "Hedges”. Unrealized gains and losses on derivative instruments qualifying
as cash llow hedges are recorded ir- AGCI to the extent the hedges are effective, until the underlying transactions are recognized in the
Consolidated Statement of Operatiors. To the extent effective, unrealized gains and losses on the derivative and non-derivative instruments
used as hedges of the Company’s net investment in foreign operations are recorded in AQOCI. The ineffective portions of cash flow hedges and

hedges of net investment in forgign cperations, it any, are recognized in income immediately.

Unrealized gains and losses on derivative instruments designated as fair value hedging instruments, as well as offsetting unrealized gains
and losses on the hedged items, are recognized in the Consolidated Statement of Operations in the same accaunting period. Unrealized gains and
losses on gerivative instruments that do not qualify or are not designated as hedges are marked to market at the end of each accounting period

with the results included in gain or loss on commodity and foreign currency contracts on the Consolidated Statement of Qperations
The Company recognizes mark-to-market valuations on open derivative positions through income at the end of each period.

g} Cash: Cashincludes cash in banks, held primarily in USS.
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f}  Short-term Investments; Short-term investments are classified as “available for sale”, and consist of highly-liquid debt securities
with original maturities in excess of three months and equity securities. The debt securities include corporate bonds with § & P rating of
A- to AAA with an overall average of singte A high. These debt and equity securities are initially recarded at fair value, which vpon their
initial measurement is equal to thair cost. Subsequent measurements for bonds included in available-far-sale securities are recorded at
amortized cost using the effective interest method. Interest income and amortized premium or discount is charged to netincome. Changes
in the market value of these debt and equity securities are recorded as changes to other comprehensive income. Investments are assessed

annually for potential impairment.

il Inventories: Inventories include concentrate ore, doré, ore in stockpiles, processed silver, and operating materials and supplies. The
classification of inventory is determined by the ttage at which the ore is in the production process. Inventeries of ore are sampled for metal
content and are valued based on the lower of aclual production costs incurred or estimated net realizable value based upen the period ending
piices of contained metal. Material that does nat contain a minimum quantity of metal to cover estimated processing expense to recover the
contained metal is not classified as inventary and is assigned no value, All metal inventories are stated at the lower of cost or net realisabte
value, with cost heing determined using either the first-in, first-out or weighted average cost methods. Supplies inventories are valued at the
lower of average cost and replacement cost, net of obsolescence. Concentrate and doré inventory includes product at the mine site, the port
warehouse and product held by refineries, and are also valued at lower of cost or net realizable value. The Company has a limited amount of

finished silver at a minting operation where coins depicting Pan American Silver Corp’s emblem are stamped.

i Mineral Proparty, Plant, and Equipment: Expenditures for new facilities, new assets or expenditures that extend the useful lives of
existing tacilities are capitalized. Maintenance, r2pairs and renewals are charged to operations. Any gains or losses on disposition of property,
plant and equipment are reflected in the statement of operations. Mineral property costs are depreciated using the units-of-production
method hased upon estimated total proven and frobable reserves. Depreciation of piant and equipment is calculated an a straight-ling method
at rates sufficient to depreciate such costs over the sherter of estimated productive fives of such assets or the usehl life of the individual

assets ranging fram three 1 twenty years and the life of the mineral praperty to which it relates.

k) Operational Mining Properties and Mine Development: Mineral exploration costs are expensed as mcurred. When it has been
determined that a mineral property can be economically developed as a result of establishing proven and probable reservas (which occurs
upen completion of a positive economic analysis of the mineral depasit), the costs incurred to develop such property including costs ta further
delineate the ore body and remove overburden to initialty expose the ore body prior to the start of mining operations, are capitalized. Such

costs arg amortized using the units-of-production methad over the estimated life of the ore body based on proven and probable reserves.

Costs associated with start-up activities on constructed plants are deferred from the date of mechanical completion of the fagilities
until the date the Company is ready to commence commercial service, Any revenues earned during this period are recerded as a reduction in
deferred start-up costs. Thase costs are amort zed using the units-of-production method over the life of the mine, commencing on the date

of commercial service.

Sinificant payments related to the acquisition of land and mineral rights are capitalized as incurred. Prior to acquiring such fand or mineral
rights the Company makes a preliminary evaluation to determine that the praperty has significant potential to develop an aconomic ore body.
The time between initial acquisition and full evaluation of a property’s potential is dependent on many factors including: focation relative
to existing infrastructure, the property's stage of development, geofogical controls and metal prices. If a mineable ore body is discovered,
such costs are amortized when production begins. If no mineable ore body is discovered, such costs are expensed in the period in which it is

determined the properly has no future economit; value.

Gains or losses from sales or retirements of assets are included in gain or loss on sale of assets, Costs incurred and revenue recognized
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during the start-up phase of a mine are capitalized in mineral property, plant and equipment. Ongoing mining experditures on praduging
praperties are charged against earnings as incurred. Major development expenditures incurred to increase production or extend the life of the

mine are capitalized.

I} AssetImpairment: Management reviews and evaluates its long-lived assets for impairment when events or changes in circumstances
indicate that the related carrying amc unts may not be recoverable. Impairment is considered te exist if total estimated future cash llows or
probability-weighted cash flows on an undiscounted basis are less than the carrying amount of the assets, including mineral property, plant
and equipment, non-producing propeity, and any deferred costs such as deferred stripping. An impairment loss is measured and recorded
based on discounted estimared future cash flows or the application of an expected present value techrique to estimate fair value in the
absence of a market price. Future cash flows include recoverable proven and probable reserves and a partion of recoverable resources, silver,
zinc, copper, lead and gold prices {considering current and historical prices, price trends and related factors), production levels, capital and
reclamation costs, ali based on detailed engineering life-of-mine plans. Assumptions underlying future cash flow estimates are subject to risks
and uncertainties. Any differences between significant assumptions and market conditions and/or the Company's perfarmance could have
a material effect on any impairment provision, and on the Company’s financial position and results of operations. tn estimating future cash
flows, assets are grouped at the lowest levels for which there are identifiable cash flows that are largely independent of cash flows from other

groups. Generally, in estimating future cash flows, all assets are grouped at a particelar mine for which there is identifiable cash flow.

m} Reclamation and Remediation Costs: Estimated future reclamation and remediation costs are based principally on legal and

regulatory requirements.

The asset retirement obligation is measured using assumptions for cash outfiows such as expected labor costs, allocated overhead and
equipment charges, contractor markup, and inflation adjustments to determine the total obligation. The sum of all these costs is discounted, using
the credit adjusted risk-free interest raze from the time the Company expects to pay the retirement obligation to the time the Company incurs the
ohligation. The measurement abjective is 10 determine the amount a third party would demand to assume the asset retirement obligation.

Upon initial regognition of a liability for an asset retirement obligatien, the Company capitalizes the asset retirement cost to the related
long-lived asset. The Company amortizes this amount to operating expense using the units-of-production method. The Company evaluates
the cash flow estimates at the end of 2ach reporting peried 1o determine whether the estimates continue to be appropriate. Upward revisions
in the amount of undiscounted cash Rows will be discounted using the current credit-adjusted risk-free rate. Downward revisions will be

discounted using the credit-adjusted risk-free rate that existed when the eriginal liability was recorded.

n} Foreign Currency Translation: The Company's functional currency is the US dollar. Transaction amounts denominated in foreign
currencies (currencies other than U.S. dollars) are translated into U.S. dollars at exchange rates prevailing at the transaction dates.
Carrying values of non-U.S. doltar monetary assets and liabilities are adjusted at each balance sheet date to reflect the LLS. exchange rate
prevailing at that date. Gains and losses arising from translation of foreign currency monetary assets and liabilities at each period end are

included in earnings.

The accounts of subsidiaries, not reporting in U.3. dollars, and which are integrated operations, are translated inio U.S. dollars using the
temporal method. Under this method, monetary assets and liabilities of foreign subsidiaries are translated at exchange rates in etfect at the end
of each period and non-monetary assets and liabilities are translated using histarical exchange rates. Revenues and expenses are translated at

the average exchange rate for the period. Foreign currency transaction gains and fosses are included in the determination of net income or loss.

ol Stock-based Compensation P ans: TheCompany provides stock grants or options o buy common shares of the Company to directors, officers,
employees and service providers. The board of directors grants such options for periods of up to ten years, with vesting periods determined at their sole
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discretion and at prices equal w0 or greater than the veighted average market price of the five trading days prior to the date the aptions were grarted.

The Company applies the fair-value methoc of accounting in accordance with the recommendations of CICA Handbook Section ("CICA
38707), “Stock-based Compensation and Other Stock-based Payments™. Stock-based compensation expense is calculated using the Black-

Scholes option pricing model or by using the market price of the Company’s stock.

pl tncome Taxes: The Company computes income taxes in accordance with CICA Handbogk Section {"CICA 34657), “Income Taxes™,
which requires an asset and liability approach. This results in the recognition of future tax assets and [iabilities for the expected future tax
consequences of temporary differences between the carrying amounts and the tax basis of assets and liabilities, as welf as operating loss
and tax credit carry-forwards, using enacted or substantively enacted tax rates in effect in the years in which the differences are expacted to
reverse. The Company records a valuation allowznce against a portion of those future income tax assets that management beligves will, more
likely than not, fail to be realized. On business acquisitions, where differences between assigned values and tax bases of assets acquired
{ather than non-tax deductible goodwill} and fiabilities assumed exist, the Company recognizes the future tax assets and liabilities for the 1ax

effects of such differences.

q) Earnings {loss} Per Share: Basic earnings {loss} per share calculations are based on the net income (loss) attributable {0 common

sharehotders for the period divided by the weighted average number of commen shares issued and outstanding during the period.

The dituted earnings/ {loss) per share calcutations are based on the weighted average number of common shares outstanding during
the period, plus the effects of dilutive common share equivalents. This method requires that the dilutive effect of outstanding options and
warrants issued should be catculated using the “reasury stock method. This method assumes that all common share equivalents have been
exercised at the beginning of the period (or at :he time of issuance, if later), and that the funds obtained thereby were used 1o purchase

common shares of the Company at the average trading price of common shares during the period.

For convertible securities that may be sett'ed in cash or shares at the holder’s option the more dilutive of cash settlement and share
settlement is used in computing diluted earnings /{loss) per share. For settlements in common shares, the if-converted method is used, which
requires that returns on senior convertible equity instruments and income charges applicable to convertible financial liabilities be added back

to net earnings/{loss), from the beginning of the period (or at the time of issuance, if later).

r}  Comparative Figures: Certain comparative figures of prior year balances have been made to conform to current year presentation.
In 2007, we amended the classification of certain expense items on the face of our income statement to grovide enhanced disclesure of
significant business activities and reflect the increasing significance of amounts spent an those activities. Previously investment and other
income were grouped as a single line item. In 2107, we began to present these items separately to enable the amounts spent and trends in
each type of expense to be more easily identified. To ensure comparability of financial information, prior-year amounts have been reclassified

to conform to the current year presentation.

s} Recently Released Canadian Accounting Standards: The Company has assessed new and revised accounting pronouncements that

have been issued that are not yet effective and determined that the following may have a significant impact on the Company:

s psof Janvary 1, 2008, the Company is required to adopt the CICA Handbook Section 3031, “Inventories™, which will replace the existing
inventories standard. The new standard -equires inventory 1o be valued on a first-in, first-out or weighted average basis, which is
consistent with the Company's current traatment. The adoption of this standard should not have a material impact on the Company's

Consolidated Financial Statements,

* In January 2006, the CICA Accounting Standards Board {“AcSB") adopted a strategic plan for the direction of accounting standards in

I
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Canada. As part of that plan, acounting standards in Canada for public companigs are expected to converge with International Financial
Reporting Standards{"IFRS"). In March 2007, the AcSB released an “implementation Plan for incorporating IFRS into Canadian GAAP”, which
assumes a convergence date of January 1, 2091, The Company continues to manitor and assess the impact of convergence of Canadian
GAAP and IFRS.

*  Asof January 1, 2008, the Comg any is required to adopt two new CICA standards, Section 3862 “Financial Instruments — Disclosures”
and Section 3863 “Financial Instruments — Presentation”, which will replace Section 3861 “Financial Instrumenis — Disclosure and
Presentation™. The new disclosure standard increases the emphasis on the risks associated with both recognized and unrecognized
financial instruments and how those risks are managed. The new presentation standard carries forward the former presentation
requirements.  The new financial instruments presentation and disclosure requirements were issued in December 2006 and the

Company is assessing the impact on its Consolidated Financial Statements.

e As of January 1, 2008, the Company is required to adopt CICA Section 1535 “Capital Disciosures”, which will require companies to
disctose their abjectives, policies and processes for managing capital. In addition, disclosures are to include whether companies have
complied with externally imposed capital requirements. The new capital disclosure requirements were issued in December 2006 and the

Company is assessing the impact on its Consolidated Financial Statements.

3. Acqgisitions of Mining Assets

San Vicente {Pan American Silver (Bolvia] S.A.)

On May 23, 2007, Pan American completed the acquisition of an additional 40 percent interest in Pan American Silver Bolivia S. A., the
aperatar of the San Vicente Mine, fron Empresa Minera Unificada 5.A. (EMUSA). The transaction gave the Company an indirect 95 percent
interest in San Vicente. The purchase price was $9.0 million, plus acquisition costs, plus a 2% Net Smelter Royalty {"NSR"). The NSR is

factored by B0 per cent and is payable only after Pan American has recovered its capital investment in the project and only when the average

grice of silver in a given financial qua ter is $9.00 per ounce or greater.
The acquisition of the additional 40 percent interest was accounted for by the purchase method of accounting,

The allocation of the fair value of assets and liabilities acquired and the consideration paid are summarized as follows:

Current assets, including cash of $1.9 millian 3 4,855
Mineral propesty, ptant and equipment, net 5328
10,183
tess:

Accounts payable and accrued liabilities 652
Future income tax liability 429
Total purchase price $ 9102

Consideration paid is as fallows:
Cash paid at closing $ 8,000
Payable due in one year 1,000
Acquisition costs [estimated) 102
$ 9,102

The purchase cost was allocated to the underlying assets acquired and fiabilities assumed based upon their estimated fair values at the
date of acquisition. The Company estimated fair values based on discounted cash flows and estimates made by management. The purchase

consideration for the mining assets of San Vicente exceeded the boak value of the underlying assets by $ 0.8 million. In addition, the Company
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considered the prior ownership basis in calculzting the tax impact of the acquisition. These amounts have been applied to increase the
carrying value of the mineral properties for accounting purposes. However, this did not increase the carrying value of the underlying assets
for tax purposes and resulted in a temparary diffarence between accounting and tax values. The resulting estimated future income tax liability

associated with this temparary difference of $ 0.4 million was also applied to increase the carrying value of the mineral properties.

4. Shortterm investments and other investments

Mark-to-Market gain (loss) in QCE:

Decembar 31, 2007 December 31, 2006
Twelve Months Transitional
Available for Sale Fair Value Ended Fair Valua Book Valua Adjustment
Short term investments S 55,400 s (11,328} $ 916599 $ 9601 $ 58
Investments (1) 3.025 2,528 500 405 95
$ 58 425 M) {8,803) § 92159 $ 92,006 s 153

18] Invastnents in New Oro Pacu are peatanted wn orhar 253ats on the balance sheet.

The Company has net recognized a future income tax benefit related to the cumulative mark-te-market losses on the available-far-sale securities
and investments held by the Company. The tax estimate is based on the assumption that if the securities were sold at their December 31, 2007

fair market value the capital Joss would be taxed at the appropriate enacted or substantively enacted tax rates within each jurisdiction.

5. Inventories

fnventories consist of;

December 31,2007 December 31, 2006

Concentrate inventory § 14617 $ 3558
Stockpila ora 7,790 3760
Direct smelting are 1,830 2218
Doré and finished invantory 11,356 3352
Materials and supplies 17,523 11,099
53,116 24,047

Less: non-current direct smelting ore (Nota 7) {1,379} {1,831}
§ 51,137 $ 22,216

Under an agreement entered into in 2002 with Minera Volcan S.A. {"Volcan™}, a Peruvian mining company, which is one of the largest silver
producers in Cerro de Pasco mining district in Central Peru, relating to direct smelting ore, the Company acquired the right to mine and sell
600,000 tonnes of silver-bearing ore stockpiles. The Company has sald from the time of purchase to the end of December 31, 2007, 337,163
tanncs leaving approximately 262,837 tannes rernaining, at a carrying value of $1.8 million classified as direct smelting ore. The consideration
paid was $4.5 million and a gne-third net operating cash flow interest, payable after the Company has recovered their $4.5 million of purchase
price net of operating costs, deemed taxes and interest on the acquisition cost. For the year ended December 31, 2007, 2006 and 2005 the
Company recorded a charge against income and included in the statement of operations within cost of sales of $0.4 million, $0.4 million and

$0.07 million relating to the operating cash flow interest, respectively.

6. Mineral Property, Plant and Equipment

Acquisition costs of investment and non-producing properties together with costs directly related to mine development expenditures are
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capitalized. Exploration expenditures on investment and non-producing properties are charged to operations in the period they are incurred.

Mineral property, plant and equipment consist of:

Decamber 3t, 2007 December 31, 2006
Accumulated Net Book Accumulated Net Book
Cost Amortization Value Cost Amortization Value
Huaron mine, Peru § N8 $ 123,956) $ 47875 § 59679 $ [18,951) $ 40728
Morococha mine, Peru 65.4585 {13,843} 51,652 45,631 {9,778) 36,853
Quiryvilca mine, Pery 24,364 115,912} B.452 20,448 [15,524) 4,924
Alamo Dorado mine, Mexico 180,249 {16.802} 153.447 1,356 {133 1223
La Colorada mine, Mexico 39,010 {13,564) 25,446 34618 {10,982) 23,635
Manantial Espejo, project, Argentina 5,388 {3.724) 2.664 2,953 1.284) 1,569
San Vicente ming, Bolivia 5,002 (3.229) 5773 am 1328) 1389
QOther 1,46} (802 659 1,179 {608} 5N
TOTAL S 392,750 3 (91,832} $305,418 $ 170581 $ (57,588) $ 12,993
Construction in progress;
Alamo Dorado, Mexico M - $ 80,546
Manantial Espejo, Argentina 84,533 23,491
San Vicente, Balivia 11,448 -
TOTAL § 95981 $ 104,037
Nan-praducing properties:
Morocacha, Peru § 23135 § 28107
Alama Darado, Mexico - 91,404
Manantial Espejo, Argentina 63,543 61,10
San Vicenta, Botivia 10,224 8,077
Other 1,483 1,409
TQTAL Noa-praducing properties § 98,385 $ 188,107
TOTAL Mireral Property, Plant and Ecuipment 5500,284 § 405137
Major categories of depreciable and clepletable assets consist of:
2007 2006
Plant and equipment $ 112,754 $ 85,177
Mineral properties and mine development 280,835 83,549
Capital lease {equipment) 4,161 1,855
397,750 170,581
Less: Accumulated depletion and depreciz tion {91,188} (57.471)
Oepreciation capitalized leases {644) (117
$ 395918 § 12993

Write-Down of Mining Assets
Annually, or more frequently as circumstances require, the Company parforms praperty evaluations to assess the recoverability of its mining properties.

As a sesult of this annual review in 2007, the Company determined that no write-down in the carrying value of mining properties was reguired.
In 2005, the Company recorded a write-down of carrying value of its La Colorada silver mine in Mexico totaling $29.7 miltion,

During 2006 the Company commenced construction of the Manantial Espejo Mine in Argentina. The Company has spent to date $84.5 million

in construction costs. At December 31, 2007 the total project commitments, including amounts spent, were $108.9 million.
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During 2007 the Company commenced construction of the San Vicente mill in Bolivia. Construction costs during the year ended December 31,

2007 amounted to $11.5 million. The total projest commitments, including amounts spent are $ 23.6 million.

Manantial Espejo, Argentina

In Aprit, 2006, Pan American completed the acquisition of the remaining 50 percent interest in the Manantial Espejo project trom Silver
Standard Resources Ing. The transaction gave the Company a 100 percent interest in Manantial Espejo. The purchase price was 1.95 million
common shares of Pan American valued at approximately $47.5 million. The measurement of the purchase consideration was based on a Pan
American commen share price of $24.30, represanting the average closing price on the NASDAQ Stock Exchange for the two days prior to the

day of and two days after the public announcement of the purchase.

The acquisition was accounted for by the puschase method of accounting and the accounts of Minera Triton S.A. have been consofidated from

April 1, 2006, which was the date the Company acquired effective control and ownership of the assets and liabilities of Minera Triton S.A.

The Company acquired its original 50 percent interest in the Manantial Espejo property from Silver Standard Resources in March 2002, The

purchase price for the original 50% interest consisted of 231,511 common shares of the Company valued at $1.3 miltion and cash of $0.8 miltion.

Dukat, Russia

On November 8, 2004 the Company completed the sale of its 20 per cent interest in the Dukat silver mine in Russia for up to $43.0 million. The
Company received $20.5 million in cash and may receive up to $22.5 million in contingent future payments. The future payments are to be

made annuatly based on the yearly average silver price as follows:

Average Amount of

Prica of Silver Annual payment
$550- $6.00 $ 500,000
$6.01 - 3700 H 1,000,000
$7.01- 58.00 3 2.000.000
$8.04 - $5.00 $ 5,000,000
$9.01-510.00 $ 6,000,000
$10.01 - and above 3 8,600,000

During 2007, 2006 and 2005 the Company recognized gains of $12.3 million, $8.0 million and $2.0 million respectively, refating to the

future payments based on the fact that the average silver price for the year was $13.38, $11.55 and $7.31 respectively. The Company has
received from the purchaser of the Dukat property the amount of $20.3 mitlion of contingent future payments owing to the Company. The
Company has recorded the remaining $2.3 million gain as a receivable that is owed to the Company on or before December 28, 2008 being
the final amount due under the terms of sale. The agreement also includes provisions for early payment of remaining futura payments on the

occurrence of certain events.

7. Other Assets

Other assets consist of:

2007 2006

Long-term receivable S 13,006 § 1905
Reclamation bonds 29 12
Qiher investments 3,025 404
Nan-current direct smelting ore 1,379 1831
§ 17,1 H 4,261




Pan Amarican Silver Corp.

8. Accounts Payable and Accrued Liabilities

Account payahle and accreed liabilities consist of;

Notes To Cansolidated Financial Stataments

2007 2008

Trade accounts payable 5 29144 $ 18.887
Payroll and related benefits 10,487 12,818
Royalties 96 442
Capital leases 1,505 703
Provisions and other liabilities 12,504 1,245
£ 53736 $ 40,095

9. Provision for Asset Retirement Obligation and Reclamation

The tota! undiscounted amount of esiimated cash flows required to settle the Company’s asset retirement obligations is $57.9 million (2006

- $54.3 million) which has been discounted using discount rates of between 6% and 3%. Reclamation obligations at the La Colorada and

Quizuvilca mines of $5.5 million and $19.8 million, respectively, are expected to be paid starting in thiee to five years. The remainder of the

obligations are expected to be paid within the next fifteen years. The Company has recorded a minimal provision {or reclamation or closure at

the Company’s 95 per cent oewned San Vicente property as current mining activities have caused negligible disturbance to the property. Previous

agreements with COMIBOL have indemnified the Company far historical reclamation liabilities at this property. Reclamation obligations will

he funded from operating cash flows, rectamation deposits and cash on hand.

A summary of the Company's provisien for asset retirement abligation and reclamation is presented below:

2007 2006 2005
Balance at January 1 $ 44309 $ 39,378 $ 32012
Reclamation expenditures (767} {1.372) {1.528)
Accretion expense 2,860 2,457 2,329
Revisions in estimated cash flows 3,968 3.646 6,565
Balance at December 31 $ 50,370 $ 44309 $ 39378
10. Accumulated other comprehensive income {toss}
For the yesr ended
Decemboer 31, 2007
Balance beginning $ -
Cumulative impact of accounting changes relating to financial instruments {Note 2) 153
Adjusted balance beginning 153
Urrealized loss on available for sale securities 18.803}
Batance a1 December 31, 2007 $ 18,650}

Accumulated other comprehensive income {loss) includes unrealized gains and losses on short-term investments and other invesiments

designated as “available for sale”.
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11. Share Capital and Stock Compensation Plan

The Company has a comprehensive stock compeasation plan tor its employees, directors and officers. The plan provides for the issuance of
comman shares and stock options, as incentives, to acquire up to a total of 10% of the issued and outstanding common shares of the Company
on a non-diluted basis. The exercise price of each option shall be the weighted average trading price of the Company’s stock for the five days
prior to the award date. The optigns can be granted for a maximum term of 10 years with vesting provisions determined by the Company's Board

of Directors. Any modifications to the stock Compensation Plan requires shareholders’ approval.

The Board has developed long term incentive plan { “LTIP") guidelines, which provides annual compensation to the serior managers of the company based
on the long term performance of both the Company and the individuals that participate in the plan. The LTIP consists of an annual grant of options to senior
management to buy shares of the Company and a grant of the Company's commeon shares with a two year no trading legend. The options are five year
optians which vest in threg installments, one third carmmencing on the first anniversary of the grant date and one third on the second and thied anniversary
dates of the award. Options and common shares graiited under the LTIP plan are based on employee salary levels, individual performance and their future
potential. Tha Compensation Committee oversees th e LTiP on behalf of the Board of Directors. The LTIP plan guidelines can be modified or suspended, at

the discretion of the Compensation Commitiee and the Board of Directors.

a)  Transactions concerning stock options and share purchase warrants are summarized as follows in Canadian dollars {*Cdn$”):

Incentive Sharg
Stock Option Plan Purchase Warsanls

Total
Shares Prite Cdn$ Shares Price Cdn§ Shares

As at December 31, 2004 1,683,574 $ n15 3,809,722 $ 1200 5,493,296
Granted 87,000 3 18.80 255,181 $ 1691 342,78t
Exercised (693,933} 5 10.81 {1,320 $ 1200 1695,253}
Cancelled 126,000} $ 20.60 . H - 126,000

As at December 31, 2005 1,050,641 S 11.78 4,064,183 $ 1232 5,114,824
Granted 191,332 S 22.04 . H - 191,332
Exercised {275,358) $ 14,00 123,970} $ 1200 (299,328)
Cancelled ’ {47,200) $ 24.05 - b . {47,200}

As at Decembar 31, 2006 919,415 H 13.69 4,040,213 § 1232 4,955,628
Granted 158,983 $ 8.4 - $ 158,983
Exercised {403,297 S 13.14 {30,105} $ 1200 {433,402)
Expired (32,833) H 9.41 132,833)
Cancelted {21,709) $ 22.86 . H {21,709]

As at Decaember 31, 2007 520,559 s 18.52 4,010,108 5 1221 4,630,667

For the year ended December 31, 2007, the total stock-based compensation expense recognized in the statement of aperations was $2.1
miltion {2006 — $2.9 million, 2005 - $2.0 million).

tong Term Incentive Plan

On January 2, 2007 the Company awarded 14,81) shares of comman stock with a two year holding period and granted 158,983 options under
this plan. The Company used as its assumptions for calculating expense a discount rate of 4.0 per cent, weighted average volatility of 38.7 per
cent, expected lives ranging from 1.5 to 3 years, and an exercise price of Cdn $28.41 per share. The weighted average fair value of each option

was determined to be $8.18
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In addition the Campany awarded 19,013 shares of common stock to directors as compensation for services in 2007. 9,013 shares of common
stock wara granted an May 8, 2007 and 10,000 common shares on September 13, 2007. The fair value of the shares of common stock was

$27.97 and $26.22 per share, respectively.

During the year ended December 31, 2007, 403,297 comman shares were issued for proceeds of $4.8 million in connection with the exercise

of options under the plan.
Share Cpticn Plan

The following table summarizes information concerning stack options outstanding and options exercisable as at December 31,

2007. Amourts are shown in US doltar for presentation purposes. The underiying options agreements are in Canadian dotlar amounts:

Options Qutstanding Qptions Exercisable

Weighted

Number Waighted Average Weighted Number Avarage

fiange of Exareise Ouwrstanding as at Remaining Average Exercise Exercisable at Exercise
Prices €dn$ Dec. N, 2007 Lite {months} Price CUnS Dec. 3t, 2007 Piice Cdn$
$5.00 175,000 . 34.49 $ 500 175,000 $ 500
$18.80 - $21.03 132.999 19.33 $ e 112,335 § 1928
$2204-326.77 145,441 39.85 § 23 44,153 $ 2294
§28.41 -533.00 167,119 4500 $ 882 - 15,000 $ 3300
620,559 3532 S 1857 346,488 s 1313

Share purchass warrants

On September 15, 2005 the Company issued 255,781 share purchase warrants to International Finance Corporation [“IFC™) as settlement for
the cancellation of an obligation related to payments on the La Colorada Mine. The warrants have a fair value of $2.1 million and allow the

holder to purchase 255,781 common shares of the Company for $16.91 per share for a period of 5 years from the date of issue.

As at December 31, 2007 there were warrants outstanding that allow the holders to purchase 3,754,327 common shares of the Company at

Cdn$12 per share, which expire on February 20, 2008,

During the year, 30,105 common shares were issued for proceeds of $0.3 million in connection with the exercise of outstanding warrants.
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12. Earnings Per Share {Basic and Diluted)

Far the year ended
December 31 207 2006 2005
Income Shares Per-Share income Shares Per-Share Inoime Shares Per-Share
Numerator  Denaminatar Amaount Numerator  Denominalor Amount Numerator  Denominatar Amaunt
Net tncome (loss)
attributable to Common
Sharaholders S 8g850 § 58158 $ (28,723}
Basic EPS 88,860 76,453 § 116 58,159 73628 § 01 (28,723} 67,042 $ 1043}
Etfoct of Dilutive Secutities:
Converiible Debentures - - a 23 2
Stock Options - 418 . 525
Warrants - 2,303 - 1976
Dituted EPS 5 83,860 19174 § 1.12 $ 58,167 76152 3§ 076 § (287N 67,042 $ {043}

There wera no potentially dilutive securities excluded in the Diluted EPS calculation for the years ended December 31, 2007 and 2008.
Potentiafly diluted securities totaling 4,713,841 “or the year ended December 31, 200% {74,822, 574,641 and 4,064,278 shares arising from

convertible debentures, stock options and share Jurchase warrants, respectively) were nat included as their effect wauld be anti-dilutive.

13. Changes in Non-Cash Operating Working Capital ltems

The following table summarizes the changes in eperating working capital items:

Year Ended December 31,

Changes in non-cash working capital items 2007 2006 2005
Accounts receivable s 32 $ (38,629} $ (1,585)
Inventories (26,939) {3.864} (4,838}
Prepaid expenses {270} {1,171} (724)
Accounts payable and accrued liabilities 9,117 16,067 4373
Taxes payable {21,416} 22,740 447
Advances for metal shipments - - {652}
Other current liabilities 848 1,976 (390}

§ (38,578) § (288 $ (3.389)

14. Supplemental Cash Flow Informaticn
Year Ended Dacember 31,

2007 2006 2005
Common shares issued on the conversion of convertible detentures &) $ 881 $
Common shares issued as compensation expense ) 895 < 559 § 490
Comman shares issued to acquira mineral interests $ § 438 b
Share purchase warrants issued on cancellation of obligation $ S $ 2100

50 (M
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15. Segmented Information

All of the Company's cperations are weithin the mining sector, conducted thraugh cperations in six countries. Due to geographic and political
diversity, the Company's mining operations are decentralized whereby Mine General Managers are responsible for achieving specified
business resulls within a framewaork of global policies and standards. Country corporate offices pravide support infrastructure to the mines
in addressing local and country issues including financial, human resources, and expleration support. The Company has a separate hudgeting
process and measures the results of eperations and exploration activities independently. The Corporate office provides support to the mining
and exploration activities with respect lo financial, human resources and technical support. Major products are Silver, Zinc, Lead and Copper
produced fram mines located in Mexico, Peru and Bolivia. Segments have been aggregated whare operations in specific regions have the
similar products, production processes, type of customers and economic environment.

For twelve months ended December 31, 2007

Pery Mexico Argentinga  Bofivia
Alamn la Manantial

Huxm  Moocotha  Quirgviea  Pery Oifice Dorade  Coloratla Espeip  SanVicente Other Total
Revenue fromexiemaicustamers S 66,930 § R2386 § 3734 % § 43579 8 57233 S $10576  § § 301.064
Depreciatinn and amartizatian S (2907) $ 43S 82U S %) §{12447) % |7422) 8 $ {5 (79 §1{28.992)
Assetzetirement and reclamation 5 (560) §  1483) & {1.143) & -5 @M s (314 % - $ -8 - & {2.880}
Exploration expense 3 -8 (445) 8 434 S (397} 0§ iGv8) S (L3448 (194) $ B 0% (44} § 13362
Intorest and finaneing expense I ) IO O 3 T RS T (1) -8 - 5 -8 $ S 63§ 660
Gain{lnssi on sale of assets S - S (@) § $ 4 S B 3 1 8 s $12500 § 12425
nvestment and other incame
and expense B n § 2220 § {458) 3§ 151§ 481§ (57 § 47 S 148 § 241 % 500t
Fareign exchange gain {ass) § i S (438) 8§ - 3 88 W7 s (80§ (288) S 60 $ 1450 3 928
Gain an commodity and {areign
currency coniracts 13 134§ 208 8 85 § -8 - 5 -3 - $ - 54938 § 5345
Income {loss} befcre
iNCOME iaxes $ 27832 0§ /01 % 120G 0§ g 0§ 1808 0§ 12880 0§ {393) S 1888 $22505 § 108.465
Netingome for tha period S 19836 § 19078 § HIHT § 482 0§ 2299 § 10723 0§ 2520 $ 3354 $21762 § K8.86D
Capital espenoituces $ 6886 S 13636 5 4438 0§ B3 0§ 10978 § BYB 0§ 58I $11550  § K105 § 123415
Seqment asseis $ N6 §i02819 S 88073 0§ 15R7  §704437 5 48000 §1485849 $40752 $79329 5762803
Long-lived asssts $ BSIZ 0§ MR § A47I06 3 g4 S 153447 S 25633 §5150.739 $27516  § 1481 $500.284
Far twelve manths ended December 31, 2006

Peru Mexico Argentina Balivia
Alamo La  Manantial

Huaton Morococha  Quievidea  PeruDffice Oerade  Colorada Espejo  SanVicente  Other Total
Revenua from external customers  $ 73,862 & 84256  § 49407 § -8 $ 409% § $ 63% § - 5295447
Depreciation and amartization $ (4557 $ (4591) S N36) § w@n § $ {6.466) % $ {2880 $ (770 §S Q152
Assetretirement andreclamation  § {587y § (521 0§ (.02 § . -8 (33 ¢ - 8 - § - § (2457)
Exploration expense $ (@57 S 0477 S (434) S (06) 5 (474§ (2786) § (201§ N1B10)  S(1L.015} § (BO4B
Interest and fingncing expense $ (8 (on 8 (164 S - 3 -3 -3 $ - §$ nmw§ (573
Gain{loss) on sale of assets H H $ (449 $ [CT. $ $ $ 123} $ 795% § 7483
Investment and other income
and expense $ (433 3§ M § 159 § 136 $ B6 § KX I 35 s 26 % 5018 § 6034
Foreign exchange gain {loss) $ {2151 § (33 0§ (1%} § 6 % (236) § (19 § s 6§ 147 % (799}
Loss on commodity and foreign
currency contracts $ - § - § -8 - 3 - 8 -8 -8 - §18,328) ${18,328)
{ncome {loss) before
income taxes $ 23043 $ 38226 § 28724 § 1319 $(6383F § 4Bs2 § (20 $ 70 %i667T4} § 83690
Net income (loss) tor the period $ 15466 § 24344 5 1851 5 645 $(50850 § 10546 § {127) $ N0 6574 § 58206
Capitat expenditures $ 5:67 $ 10512 § 1848 § - $462a0 ¢ 7TBGD § 24859 s B T 1 - FA LY
Segment assets §$ 7BESS § 115449 8 35624 § 13802 $184,948 § 42754 § 57540 $ 13742 $1ILT0 § 679,995
Lang-lived assets $ 40745 § 64,960 § 4906 5 210 $1743171  § 23822 5 49764 $ 9455 125191 $405137
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For twetve manths ended December 31, 2005

Peru Merzico Argentina Bolivia
Alamo ta Manantial

Huaron  Morococha  Quinwika  PeruOffice Dorado  Colorada Espejo  Sanvicente  Other Total
Revenue from external cestomers  $ 37727 8 39410 $ 22072 S - § $ 21845 § -5 9 s - §1224M
Depreciation and amortization $ (3248) 5 {4144) § (34 § (128) § $ (51450 $ (533 % (90 5 (44) § 13035
Assetretiementand reclamation  § (541 § (1130) § (848) ¢ $ - $ 8§ H <3 103} § (2.329)
Exploration expense $ -8 [E9) § B $ 2% § (20 $[208220 § (M6l 8 iB4D) § {3697}
Interest and financing expensa S (w2 § 0 5 {98 3 - 8 $ s -8 18N 5 1484
Gain(loss) on sale of asseis $ 38 0§ 190 §$ 128 3§ $ S H H $ 2000 $ 2556
Investment and ather incame
and expense $ 28 56 $ 54 § -5 64 § (64 § (102} 3 B 0§ 263§ 28BS
Foreign exchange gain (loss) $ (60} § 18 8 {22 § 2 8 {29 § 5% 5§ 5 § 2227 § §236)
Lass on commadity and foreign
currency centiacts S -8 - % - 8 - 8 - 8 - 8 - % - $(8196) $ (8.196)
Writedown of mining assets H $ H $ H $(29666) S - § -3 - ${29,666}
Income (loss) before
income taxes $ GSIEB $ 7192 0§ 4773 5 1887 § (623} S(2amG6} $ (2424) § 3N $16,740}  § (25.309)
Netincame {lass} for the peried S 3932 § 5328 § 3832 § 2591 § (904} S(24866) § (2424 %3 3 $EI0N $ (28,554}
Capital expenditures § 499 § 84956 § 222 3 . §$ 35552 % 54531 § 1646 $ 974 § 786 § 59638
Segment assets $ 56162 § 75241 $ 15580 $ 13018 §123382 5 36402 § 3883 0§ 7182 $2902 % 362,362
Long-lived assets $ 39765 § SB7/5 0§ 6098 S 161 $ 119080 $ 23529 $ 3690 § 4762 5 1420 § 257380
Product Revenue 2007 2006 2005
Silver doré s 79,038 $ 4 $ 21645
Zinc concentrate 60,365 84,374 28.884
Lead concentrate 73,825 43,393 23,594
Copper concentrate 92,423 91,507 4748
Silver pyrites 3,264 4167 274
Royalties {7.851) {5,741) {1.611}
Totat S 3m,064 $ 255447 $ 122400

16. Commitments and Contingencies

General

The Company is subject to various investigations, ¢laims and legal and tax proceedings covering matters that anise in the ordinary course of business
activities. Each of these matters is subject tovarious uncertainties and it is possible that some of these matters may be rescived unfavorably 1o the Company.

Certain conditions may exist as of the date the fina il statements are issued, which may zesult in a loss to the Company but which will only be resoived

when one or more future events occur or fail to occur.
Accounts Receivable

The Company has 15 customers that acoount for *00% of the concentrate and doré sales revenue. The Company has 2 customers that accounted for
76% and 21% of total sales in 2007, and 2 customers that accounted for 34% and 26% of total sales in 2006. The loss of certain of these customers or
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curtailment of purchases by such customess could have a material adverse affect on the Company’s results of operations, financial condition, and cash

flows. The Campany has not experienced significant bad debt.
Purchase Commitments

As at December 31, 2007, the Compzny had commitments outstanding in the amount of $33.3 million for construction activities refated to
buildings and infrastructure at the Company's Manantial Espejo and San Vicente projects. These goods and services are anticipated to be

delivered and/or compteted by the end of 2008.
Credit Facility

On October 18, 2007 the Company secured a $50 million revolving credit facility for general corporate purposes. The credit facility is secured by
certain of thg Company's shert term investments. Any amounts drawn under the credit facility will incur interest at Canadtan dollar Prime Rate for
Canadian dollar drawings or Alternate Base Rate for US dollar drawings. The credit facility does riot have a maturity date but may be terminated

by lender upon 30-days notice. As of [lecember 31, 2007, the Company had not made any drawings under this or any cther debt facility,
Environmental Masters

The Company's mining and exploration a:tivities are subject to various laws and regulations governing the protection of the environment. These laws and
requlations are continually changing and are generalty becoming more restrictive. The Company conducts its operations 5o as to protect the public health and
environment and believes its operations re in compliance with applicable laws and regutations in all material respects. The Company has made, and expects

to make in the future, expenditures to comply with such faws and regulations, but cannot predict the full amount of such future expenditures.

Estimated future reclamation costs are based principally on legal and regulatory requirements. As of December 31, 2007 and December 31,
2006, $50.4 million and $44.3 millian, respectively, were accrued for reclamation costs relating to mineral properties in accordance with

Section 3110, “Asset Retirement Obligations”. See Note 9.
Rayalty Agreements and Participation Agreements

The Company has royalty agreements on certain mineral properties entitling the owners of the property to net smelter return royalties ranging
frem 1% ta 3%. Under a participation agreement the Company is obligated to pay COMIBOL a participation fee of 37.5% of the operations
cash flow. Under an additional agreement, the Company is required to pay Volcan a 33.3% of the net cash from stockpile sales.

Income Taxes

The Company aperatas in numerous countries around the world and accordingly it is subject to, and pays annual income taxes under the various
income tax regimes in the countries in which it operates. Some of these tax regimes are defined by contractual agreements with the local
government, and others are defined by the general corporats income tax faws of the country. The Company has histerically filed, and continues
to file, all required income tax returns and to pay the taxes reasonably determined to be dug. The tax rules and regulations in many countries
are highly complex and subject to interpretation. From time to time the Company is subject to a review of its historic income tax filings and
in connection with such reviews, disputes can arise with the taxing authorities over the interpretation or application of certain rules to the

Company's business conducted within the country involved.
Capital Leases

The following is a schedule of future minimum lease payments under the capital leases at December 31, 2007 together with the balance of
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the obligation under the capital lease:

Year ending (ecember 31 Capital Leases
2008 $ 1,018
2009 564
2010 7
Total future minimum payments 1,589
Less amount representing interest {84}
Present value lease $ 1,505

Other Legat Matiers

Pan American Silver Corp has been named in separate lawsuits filed in the Superior Court of the State of California. These claims arise from an
incident that occurred April 7, 2006 when a person without authorization entered into a decommissioned mine, purportedly indirectly owned by
1he Company, failed to notica an open shaft and fell, resulting in fatality. The Plaintiffs seek compensatory losses and generat, special and punitive
damages for the incident, based on assertions of nigligence and occupiers liahility. The Company has referred this matter to its insurer and defense

counsel has been appointed. The probability of los; and the amount of loss are not determinable at this time.

The Company has been made aware of a claim made against it in the State of California, as a result of a serious injury that purportedly occuired
on the Company’s property an or abaut Aprit 14, 2006, The Company has notified its insurer of this matter. To date the Company has not been

farmally served with this complaint. The probability of loss and the amount of loss are not yet determinable.
The Company intends to vigorously defend these: claims. No amounts have been accrued for any potential loss under these claims.

In assessing loss contingencies related to legal proceedings that are pending against the Company or unasserted claims that may result in
such praceedings, the Company and its legal counset evaluate the perceived merits of any legal proceedings or unasserted claims as well as

the perceived merits of the amount of relief sought or expected to be sought.

The Company is subject to various claims and fegal proceedings covering a wide range of matters that arise in the ordinary course of business
activities, many of them relating ta ex-employess. Each of these matters is subject to various uncertainties and it is possible that some of
these matters may be resolved unfavorably to the Company. The Company establishes provisions for matters that are probable and can be

reasonahly estimated, included within current liabilities. These amounts are not material.
17. Income Taxes

Incame taxes:

2007 2008 2005
Current income taxes S 21,053 3 28,827 $ 430
Future income taxes {1,443} {3,343} {8151
Provisign for income taxes S 19,605 H 25,484 H 3,285

Income tax expense differs from the amount that would result from applying the Canadian federal and provincial income 1ax rates to earmings

before incoma taxes. non-controlling interest ard workers participation in Peru. These differences result from the following items:

84 [
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2007 20086 2005

Statutory tax rate 34.12% 34.12% 3487%

Income tax expense {recovery) based on aJove rates S 40,042 327N $ |8,690)
increase (decrease} due to:

Non-deductible expenses 1,005 1,004 680

Realization of future tax asset not previously recognized (5,202} {8,778) {3.613)

Tax benefit not recognized when it arose (4,498} 4029 5,529

Lower statutery 1ax rates on earning of foreign subsidiaries {2,837} {519} 1780

Writa-dawn not recognized in the period 8,307

{Decrease) Increase in income tax rat2s in fareign jurisdictions (857} 2128 -

Workers participation in Peru (6,772} (8,404} {1,243)

Other changes in valuation allowances {2,478} 2,703 535

S 19,605 25,484 S 3.285

The tax effect of each type of item that gives rise to the Company’s future income 1ax assets and liabilities have been determined and are

set out in the table below: The Company has recorded a valuation allowance against the value of certain potential tax assets for which the

likelihood of realization is uncertain,

200 2006
Excess of tax value of capital assets over book value S 2,10 4,864
Deductible temporary differences and ot er 17172 15,227
Canadian resources poals 2,222 2,170
Non-capital tass carry forward 33,688 31,252
Capital fosses and other 3,992 3438
Total future income tax asset 58,775 56.851
Less: valuation allowance (26,529} 131,876}
Net future income tax assel 33,246 25,075
Excess of book value of capital assets ovar 1ax value {73,556) {66,404)
Net future income tax liability $ {40,310} {41,329}
Present on the Consolidated Balance Sheets as:
2007 2006
Current future income tax assets S 8.388 $ 6.670
Long-term future income 1ax assels - 500
Long-term future income tax liabilities {48,698) (48,499)
S {40,210} $ {41,329)
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At December 31, 2007 the Company has non-capital losses available for tax purpases:

Amount Expiry
Canada $ 69178 2008-2026
Argentina $ i 2008-2011
Bolivia $ 11,849 Indefinite
Mexico $ 29331 2008-2015

18. Fair Value of Financial Instruments

Commodity Derivatives

At December 31, 2007 the Company had fixed the price: of 600,000 ounces of its fourth quarter's silver production contained in concentrates, which is due to be
priced in January and February of 2008 under the Compiany’s concentrate contracts. The price fixed for these ounces averaged $14.72 per ounce while the spot
price of silver was $14.76 per ounce on December 31, 2007

The Company has committed 12,332 zinc tonnes at a minimum average price of $2,780 per tonne, which will be settled onvarious dates from February 2008 to June
2009 and 3,000 tonnes of lead at an average price of $2,730 per tonne, which wik be settled on various dates from January 2003 to.July 2009, These positions were
marked-tomarket at $5.2 million at the end of December 2007, In addition, we had entesed forward cantracts to purchase $28.0 million Peruvian New Soles{"PEN")
at an average exchange rate of 3.0 and $70 million Mexican Pesos {"MXN") at an average exchange rate of 10.97, which had a pasitive valuation of $0.3 million at
the end of December 2007, The company has recorded $5.3 million during 2007 as a result of these commodity and foreign exchange contracts.

19. Related Party Transactions

During the year ended December 31, 2007, a private company controlled by a director of the Company was paid approximately $0.1 million
{2006-80.1 mitlion, 2005-$0.1 million) for consulting services. These transactions are in the normal course of eperations and are measured at

the exchange amount, which is the amount of consideration established and agreed to by the parties.

20. Differences between Canadian and United States Generafly Accepted Accounting Principles

These financial statements are prepared in accordance with accounting principles generally accepted in Canada { “Canadian GAAP™) which
differ in certain material respects fram accouning principles generally accepted in the United States {"US GAAP®). Material differences

between Canadian and US GAAP and their effect on the Company's consotidated financial statements are summarized in the following tables.

December 31, 2007

Consotidated Batance Sheets Total assets Total Non-Costrolling  Sharehalder's

liabilities Interest Eguity
Reported under Canzdian GAAP $ 7625903 § 157800 $ 5486 S 5995617
Amontization of non-preducing property (a) {1,534} 428) . 1,105}
Increase i depletion expense {c) {12 892} {4.487) - {8.405)
Startup revenizes and expenses {d} 631 197 - 34
Raporied under US GAAP S 749,158 § 153,081 S 5,486 S 580591
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December 31, 2006
Consolidated Balance Sheats Total assets Total Non-Controlling Shareholder's
liabilities Interest Equity
Reparted yunder Canadian GAAP $ 67999 $ 158,289 $ 9,680 § 512,026
Amortization of non-preducing property (a+ {1,708} {595} (1,105}
Increase in depletion expense (c} {11,441} {3,857} (7.484)
Reported under US GAAP § 666854 $ 153737 $ 9,680 § 503437
December 31, 2007
Accurmlated
Retained Othar
Consalidated Statement of Common Contributee Earnings/ Comprehensive
Sharehatder’s Equity Shaies Surplus {Geficinl Incomie {loss} Tatal
Reported under Canadian GAAP 5 59z,402 8 14,233 3 1,632 $ {8,650} $ 589617
Amartizatian of mineral property {a) - - {1,185) - {1,109)
Debt issue costs (b) 3.273 {3.273) -
Incraase depletien expense (c) - {8.405) {8,405)
Stau tup revenues and expenses {d) 484 1984
Reprrted under US GAAP § 592402 $ 17506 $  (10667) § (8,650) $ 59050
December 31, 2008
Accumulated
Other
Consolidated Statemant of Cammon Cantributed Comprehensive
Shareholdar’s Equity Shares Surplus {Deficit) Income {tass) Total
Reported under Canadian GAAP M 584,769 § 14,465 $ (87.228) 3 3 512,026
Amaqrtization of mineral property (a) - - {1,105) {1,105}
Debt issue casts {b} 3273 (3,273 -
Increase depletion expense {c} - {7.484) - [7.484)
Available for sale securities {f} {153) 153 .
Reperted under US GAAP H 584,769 s 17,758 $ (99,243) $ 153 $ 503,437
December 31, 2005
Consolidatad Statement of Common Canvertible Contributed
Shareholder’s Equity Shares Debentures Surplus Deficit Total
Reported under Canadian GAAP $ 188,830 3 762 s 137 $  (145387) § 257322
Amaortization of mineral praperty (a) - - - {1,105} {1,105}
Reclassify convertible debantures(b} (762} - 129 {633
Debt issue costs (b} - 3273 {3.259) 14
Amartization of debt issue costs (b) - t4) i4)
Increasa in depletion expense {c} {3,765} {3,763)
Reparted Under US GAAP $ 388830 $ - $ 16,390 $  153.391) $ 251829
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Decembier 31

Consolidated statement of operations 2007 2006 2005

Net income {Loss] reported under Canadian GAAP $ 89,860 H 58,206 $  (28594)

Amartization of mineral property {a) {1} - -

Increase in depletion expense {c} {921} {1.933) {3,765)

Deferred exploration {(a} . - 1,825

Unrealized (loss) gain on marketable securities {f) - {58} 228

Startup casts and revenue recognition (d) 434 - -

Amortization of debt issue costs (b) - - 14}

Netincome {loss) reported under US GAAP S 88,422 $ 56,215 $ {30,310}

Consolidated Statements of Operations 2007 2006 2005

{Undar US GAAP)

Revenue [d) $ 302,702 3 255,447 $ 122,401
Operating 168,413 124 508 87,648
General and Administrative 9,522 9172 6,936
Depreciation, depletion, and amortization {a, {c} 30,617 20,564 18,941
Assel retirement and reclamation 2,860 2,457 2329
Exploration and project development 3362 8.040 3,697
Write-down of assets - . 27.841

18,774 164,841 147,392

Income {loss) before the under noted 87,928 90,608 {24,991}

Interest and other incoma ([} 5929 5177 2,877

Interest and finanting expense (660) 573) 494)

Gain {loss) on commodity and foreign currency contrzcts 5,345 {18,328} (8,196}

Amortizatian of debt issue cosis (b} - - 4

Gain on sale of assets 12,425 7483 2.556

income (loss) before income taxes & non-centrolling interest 110,967 84,365 128,252)

Income tax pravision {a), (c) {19,440} 124,373} [1,204)

Nen- controlling interest 13,105} {3777} 1854)

Netincome {loss) for the year $ 88,422 $ 56,215 $ [30,310)

Earnings {loss) per share

Basic S 1.16 $ 0.76 $ {0.45)

Diluted S 112 $ 0.74 $ {0.45)

Weighted average number of common shares outstanding

Basic 76,453 73.628 67,042

Dilyted 79174 76,152 67,042

al  Mineral Property Expenditures

i} Canadian GAAP allows exploration costs and costs of acquiring mineral rights 1o be capitalized during the search for a commercially
mineable bedy of ore. The Company has incurred exploration expenses that were added te the carrying value of mineral properties as it
was anticipated that there was a continuing benefit of such expenditures. The Company expenses exploration costs unless such activities
gxpand the reserve base at one of the Company's operatians or relates to a property on which the Company has completed a positive
econcmic study. Under US GAAP. explaration expenditures can only be deferred subsequent to the establishment of reserves. This GAAP
difference had no eifect on any periods presented and has a cumulative effect of $1.8 million {prior to depletion). During the year ended
December 31, 2005 the Company has written down the carrying amount of these exploration costs, therefore depletion under US GAAP
would have been the same during 2006 and 2005.
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ii) Under Canadian GAAP capitalized costs related 10 non-produting mineral properties are only amortized after the commencement
of operations. Priar to 2004, under US GAAP, the Company accounted for mineral rights as intangible assets, and accordingly mineral. rights
were amortized on a straight-line bzsis over the life of the mineral rights. This resulted in the Company recording amortization of $1.7
million during 2003 with respect te mining rights acquired in 2003. The Emerging Issues Task Force {EITF) reached a consensus, Issue
No 04- 02, “Whether Mineral Rights are Tangible or Non-Tangible Assets™. The conclusian is that mineral rights are tangible assets and
should be amortized over the productive life of the asset. The Company has adopted this new guidance with effect from 2004 on a prospective
basis. The change has the aftect of reducing amortization expense in the year ended December 31, 2004 by $1.7 millian {$1.7 million net of

ngome taxes), This change will have the effect of conforming Canadian GAAP to US GAAP.
b) Convertible Debentures

In May 2003, FASB Statement No. 150 ("SFAS 1507}, “Accounting for Certain Financial Instruments with Characteristics of Both Liabilities and
Equity”was issued. This Statement (equires that three types of financial instruments be reported as liabilities by their issuers. Those types
of instruments include: mandatory redeemable instruments, forward purchase contracts, written put options and other financial instruments
not in the form of shares that either oaligate the issuer to repurchase its equity shares and settle its obligation for cash or by transferring other
assets; and certain financial instrumants that include an obligation that may be settled in a variable number of equity shares, has a fixed or
benchmark tied value at inception that varies inversely with the fair value of the equity shares. SFAS 150 s eftective for instruments entered
into or modified after May 31, 2003, Under Canadian GAAP the convertible debentures have been accounted for in accordance with CICA
Handbook Section 3860. Agpplication of this section results in the principal component of the debenture being treated as equity. Under US
GAAP. liahifities at December 31, 20{7 would increase by $Nil (December 31, 2006 - $Nil million} and shareholders” equity would decrease by
a corrasponding amount. Debt issue expenses of $3.3 million would be reclassified from shareholders’ equity to assets and would initially be
amortized over a three-year period based on the outstanding balance of the debentures. During 2007 debt issue costs were $Nil, during 2006
debt issue costs were $Nil. During 2007 the Company converted the remaining canvertible debentures.

c)  Depreciation and Depletion

Undes Canadian GAAP. depletion expunse is calculated in reterence to proven and probable reserves and a portion of resources, whereas under
US GAAP depletion is calculated based on proven and probable reserves only. During 2006 the Company calculated an increase of depletion of
$1.5 million (2006 - $3.0 million and 2005 — $5.8 million), with a corresponding increase to accumulated depletion. In addition, future income tax

liability would decrease by $0.5 million {2006 — $1.1 million and 2005 - $2.1 million), with a corresponding decrease to income tax expense.
d)  Startup Revenues and Expenses

Undet Canadian GAAP, revenues and expenditures during the pre-operating period are treated as part of the cost of capital asset. Under US
GAAP all revenues and expense afte: the completion of construction and during pre-operating will be recorded in the statement of operations.

The Company would have recorded the following under US GAAP:

2007

Sales s 1,638
Cost of sales {546}
Depletion and amortization 1341)
Taxes {197
S 484
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8) Income Taxes

Under Canadian GAAP, future income taxes are calculated based on enacted or substantively enacted tax rates applicable to future years.
Under US GAAP. anly enacted rates are used in the calculation of future income taxes. This GAAP difference resulted in no ditference in the

financial position, results of operations or cash flows of the Company for the years presented,

As of January 1, 2007, the Company adopted. for|J.S. GAAP purposes, FASB Interpretation No. 48 “Accounting for Uncertainty in Income Taxes. an
interpretation of FASB Statement No. 109", This interpretation clarifies financial statement recognition and disclosure requirements for uncertain
tax positions taken or expected to be taken in a sax return. Guidance is also provided on the derecognition of previously recognized tax benefits
and the classification of tax liabilities on the balance sheet. The adoption of this inierpretation did not have a material impact an the Company’s

Consolidated Financial Statements.
fl  Other Camprehensive Income

The Financial Accounting Standards Board {"FASB") issued SFAS No. 130, “Reporting Comprehensive Incame”, which was required 1o be
adopted beginning on January 1, 1998. SFAS 130 estabiishes standards for the reporting and display of comprehensive incame ("0CI") and
its companents. Additionally, under SFAS 115, portfolio investments classified as available-for-sale securities are recorded at market value.
The resulting gain and loss are inctuded in determination of QCI. The Company adopted Section 1530 on Janvary 1. 2007 {page 1 note 2¢
second paragraph) which now aligns treatment of QC1 the same in both US GAAP and Canadian GAAP. The impacts of available-for-sale
securities far the years ended December 31, 2007, 2006 and 2005 are included in the following table:

2007 2006 2005
Net inceme {loss) under US GAAP S 88,422 $ 56215 $ (30310
Unrealized gain {loss) on availahle securities (8,803) 53 (228)
Comprehensive nat income {loss) under US GAAP $ 79,619 $ 156.368 $ {30,538}

g} Stock Based Compensation

Share-based benefits have been valued at {air value using the Black-Scholes option pricing model for aption grants and the grant date fair
market value for stock awards. Compensation amounts have been expensed over the applicable vesting period.  The method of adoption

applied by the Company is permissitle under both Canadian and US standards.
h}  Recent Accounting Pronouncements
Business Combinations

in Degember 2007, the Financial Accountings Standard Board {"FASB"} issued FASB Statement No. 141{R), “Business Combinations”, which
amends SFAS No, 141, and provides revised guidance for recognizing and measuring identifiable assets and goodwill acquired, liabilities assumed,
and any non-controlling interest in the acquiree. It also provides disclosure requirements to enable users of the financial statements to evaluate
the nature and financial effects of the business combination. SFAS Ne. 141{R}is effective for the Company's fiscal year beginring January 1, 2009

and is 1o be applied prospectively.
Non-controlling Interests in Consolidated Finanzial Statements

In December 2007, the FASB issued FASB Statement No. 160, “Non-cantrolling Interasts in Consalidated Financia! Statements- an amendment

of ARB No. 51" which establishes accounting and reporting standards pertaining to ewnership interests in subsidiaries held by parties other
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than the parent, the amount of net income attributable to the parent and 1o the nencontrolling interest, changes in a parent’s ownership
interest, and the valuation of any retained noncontrolling equity investment when a subsidiary is deconsolidated. SFAS No. 160 also establishes
disclosure requirements that clearly identify and distinguish between the interests of the parent and the interests of the noncontrolling
owners. SFAS No. 160 is effective for the Company's fiscal year beginning January 1, 2009. The Company is currently evaluating the potential

impact of adepting this statement on the Company's conselidated position, results of operations or cash fows.
Accounting for Converuible Debt Instruments

In September 2007, the FASB published Proposed FASB Staff Position {"FSP*) No. Accounting Principles Board ("APB"} 14-a, "Accounting
for Convertible Debt Insteuments That May Be Settled in Cash Upon Conversion”. The proposed FSP applies to convertible debt instruments
that, by their stated terms, may be settled in cash {or other assets} upon conversion, including partial cash settlement, unfess the embedded
conversion optian is required to be separately accounted for as a derivative under SFAS 133. Convertible debt instruments within the scope
of the proposed FSP are not addresszd by the existing APB 14. The proposed FSP woutd require that the liability and equity components of
convertitle debt instruments within the scope of the proposed FSP shall be separately accounted for in a manner that reflects the entity's
nonconvertible debt borrowing rate. This will require an allocation of the convertible dett proceeds between the fiability component and
the embedded conversion optien [i.e., the equity component}. The difference between the principal amount of the debt and the amount of
the proceeds allocated to the liabilizy component would be reported as a debt discount and subsequently amortized to earnings over the
instrument’s expected life using the etfective interest method. If tha praposed FSP were to be adopted, the Company estimates that there
would be no impact as the Company's consolidated financial results.

Fair Value Accounting

In February 2007, the FASB issued FASB Statement No. 159, “The Fair Value Option for Financial Assets and Financial Liabilities” {*SFAS
1597). SFAS 159 permits entities to shoose 1o measure many financial instruments and certain other items at fair value, with the abjective of
improving financial reporting by mitigating volatifity in reported earnings caused by measuring related assets and liabitities differently without
having to apply complex hedge accyunting provisions. The provisions of SFAS 159 are effective for the Company's fiscal year beginning
January 1, 2008. The Company does rot expect the adaption of SFAS 159 to have a material impact an the Campany’s consolidated financial

results.

In September 2006, the FASB issued FASB Statement No. 157, “Fair Value Measurements™ ("SFAS 1577). SFAS 157 defines fair value,
establishes a framework far measuring fair value in generally accepted accounting principles. and expands disclosures about fair value
measurements, The provisions of SFAS 157 are effective for the Company's fiscal year beginning January 1, 2008. The Company does not

expect the atioption of SFAS 157 1o 1ave a material impact on the Company’s consolidated financial results.

21. Subsequent Events

Warrants exercised

Holders of share purchase warrants issued in connection with the purchase of Carner Bay Silver have exercised 3,713,235 warrants as of
February 20, 2008 for net proceeds to the Company of approximately $43.9 million. In addition share purchase warrants issued to Internationat
Finance Corporation [“IFC™) of 255,781 were exercised for net proceeds of $4.3 million,
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